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FOREWORD
The Uniform CPA Examination is prepared by the Board of Examiners of the American Institute of
Certified Public Accountants and is used by the examining boards of all fifty states of the United
States, the District of Columbia, Puerto Rico, Guam, and the Virgin Islands as a prerequisite for
issuance of CPA certificates. This booklet contains the questions and unofficial answers of the
November 1993 Uniform Certified Public Accountant Examination.
Although the questions and unofficial answers may be used for many purposes, the principal reason
for their publication is to aid candidates in preparing for the examination. Candidates are also
encouraged to read Information for CPA Candidates, which describes the content, grading, and other
administrative aspects of the Uniform CPA Examination.
The unofficial answers were prepared by the staff of the Examinations Division and reviewed by the
Board of Examiners but are not purported to be official positions of the American Institute of
Certified Public Accountants. Each of the unofficial answers is accompanied by its maximum point
value assigned by the Board of Examiners for grading purposes.

Rick Elam, Vice President — Education
American Institute of Certified Public Accountants
November 1993
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Uniform Certified Public Accountant Examination
E x a m in a t io n Q u e s t i o n B o o k l e t
A c c o u n t i n g P r a c t i c e —P a r t I
November 3, 1993; 1:30 P.M. to 6:00 P.M.
Part I consists of a combination of multiplechoice questions and computational problems.
Part 11 consists of a combination of mu ltiplechoice questions and other objective format
questions.

CANDIDATE NUMBER
Record your 7-digit candidate number in
the boxes.

The point values for each question, and estimated time allotments
based primarily on point value, are as follows:
Point
Estimated Minutes
Value
Minimum
Maximum
No . 1
10
45
55
No. 2
10
45
55
No. 3
10
45
55
No. 4
10
45
55
No. 5
40
50
15
Totals
50
220
270

INSTRUCTIO NS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE

1. Record your 7-digit candidate num ber in the
boxes provided at the upper right-hand corner of
this page.

4. Record your 7-digit candidate number, state, and
question num ber where indicated on pages 3
through 14 of the Examination Answer Booklet.

2. Question numbers 1, 2, and 3 should be answered
on the Objective Answer Sheet, which is page 16 of
your Examination Answer Booklet. You should
attempt to answer all objective items. There is no
penalty for incorrect responses. Work Space to
solve the objective questions is provided in this
Examination Question Booklet on pages 2 through
13. Be c e rta in th a t you have e n te re d your
answers on the Objective Answer Sheet before the
examination time is up. The objective portion of
your examination will not be graded if you fail to
record your answ ers on the Objective Answer
Sheet. You will not be given additional time to
record your answers.

5. Although the primary purpose of the examination
is to test your knowledge and application of the
su b ject m a tte r, th e a b ility to o rg an ize and
present such knowledge in acceptable w ritten
language may be considered by the examiners.
6. You are required to turn in by the end of each
session:
a. A tte n d an c e Record Form , fro n t page of
Examination Answer Booklet;
b. O bjective A nsw er S h eet, page 16 of
Examination Answer Booklet;
c. Remaining Portion of Examination Answer
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.

3. Question numbers 4 and 5 should be answered
beginning on page 3 of the Examination Answer
Booklet. S upport a ll answ ers w ith p roperly
labeled and legible calculations th a t can be
identified as sources of amounts used to derive
your final answer. If you have not completed
an sw erin g a question on a page, fill in th e
appropriate spaces in the wording on the bottom
of th e p ag e "Q U E S T IO N N U M B E R ____
CO NTIN U ES ON P A G E ____If you have
com pleted answ ering a question, fill in th e
appropriate space in the wording on the bottom
of the page "QUESTION NUMBER____ENDS
ON THIS PAGE." Always begin the start of an
answer to a question on the top of a new page
(which may be the reverse side of a sheet of paper).

Your examination will not be graded unless the
above listed items are handed in before leaving

th e examination room.
7. Unless otherwise instructed, if you w ant your
Exam ination Question Booklet mailed to you,
w rite your nam e and address in both places
indicated on the back cover and place 52 cents
postage in th e space provided. E xam ination
Question Booklets will be distributed no sooner
than the day following the administration of this
examination.

Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Examination Questions — November 1993
2. W hat amount should Tyne report as recovery
of unrealized loss in its 1992 income statement?
A. $50,000
B. $55,000
C. $60,000
D. $65,000

In s tru c tio n s
Q uestions N u m b er 1, 2, a n d 3 each consist of
20 multiple-choice items. Select the b e s t answer
for each of the item s relatin g to a v a r ie ty o f
fin a n c ia l a c c o u n tin g p ro b le m s. Use a No. 2
pencil to blacken the appropriate ovals on the
Objective Answer Sheet to indicate your answers.
M a r k o n ly o n e a n s w e r f o r e a c h ite m .
A n sw er all item s. Your grade will be based on
the total number of correct answers.

3. W hat am ount should Tyne re p o rt as n et
unrealized loss on noncurrent marketable equity
securities at December 31, 1992, in its statem ent
of stockholders’ equity?
A. $0
B. $10,000
C. $15,000
D. $20,000

N um ber 1 (E stim ated tim e — 45 to 55 m inutes)
1. Mill Co.’s trial balance included the following
account balances at December 3 1 , 1992:
Accounts payable
Bonds payable, due 1993
Discount on bonds payable, due 1993
Dividends payable 1/31/93
Notes payable, due 1994

4. On J a n u a ry 2, 1992, to b e tte r reflect th e
variable use of its only machine, Holly, Inc. elected
to change its method of depreciation from the
straight-line method to the units of production
m ethod. The o riginal cost of th e m achine on
January 2, 1990, was $50,000, and its estimated
life w as 10 y e a rs. H olly e s tim a te s th a t th e
machine’s total life is 50,000 machine hours.

$15,000
25,000
3,000
8,000
20,000

W hat amount should be included in the current
liab ility section of M ill’s December 31, 1992,
balance sheet?
A. $45,000
B. $51,000
C. $65,000
D. $78,000

Machine hours usage was 8,500 during 1991 and
3,500 during 1990.
Holly’s income tax ra te is 30%. Holly should
report the accounting change in its 1992 financial
statements as a(an)
A. Cumulative effect of a change in account
ing p rin cip le of $2,000 in its income
statement.
B. Adjustment to beginning retained earn
ings of $2,000.
C. Cumulative effect of a change in account
ing p rin cip le of $1,400 in its income
statement.
D. Adjustment to beginning retained earn
ings of $1,400.

Ite m s 2 a n d 3 are based on the following:
The following data pertains to Tyne Co.’s invest
ments in marketable equity securities:

Current
Noncurrent

Cost
$150,000
150,000

Market value
12/31/ 92 12/31/91
$155,000
$100,000
130,000
120,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Accounting Practice — Part I
7. In K arr’s 1992 statem ent of cash flows, net
cash used in investing activities should be
A. $ 2,000
B. $12,000
C. $22,000
D. $35,000

5. Lino Co.’s worksheet for the preparation of its
1992 statement of cash flows included the following:
Accounts receivable
Allowance for
uncollectible accounts
Prepaid rent expense
Accounts payable

December 31
$29,000
1,000
8,200
22,400

January 1
$23,000
800
12,400
19,400

8. D uring 1992,
activities related to its financial operations:

Lino’s 1992 net income is $150,000. W hat amount
should Lino include as net cash provided by oper
ating activities in the statem ent of cash flows?
A. $151,400
B. $151,000
C. $148,600
D. $145,400

Pay ment for the early retirem ent of
long-term bonds payable (carrying
amount $370,000)
Distribution in 1992 of cash dividend
declared in 1991 to preferred share
holders
Carrying amount of convertible
preferred stock in Xan, converted
into common shares
Proceeds from sale of treasury stock
(carrying amount at cost,$43,000)

Ite m s 6 a n d 7 are based on the following:
Karr, Inc. reported net income of $300,000 for
1992. Changes occurred in several balance sheet
accounts as follows:
Equipment
Accumulated depreciation
Note payable

$375,000
31,000
60,000
50,000

In Xan’s 1992 statem ent ofcash flows, net cash
used in financing operations should be
A. $265,000
B. $296,000
C. $356,000
D. $358,000

$25,000 increase
40,000 increase
30,000 increase

Additional information:
•

D uring 1992, K arr sold equipm ent costing
$25,000, w ith accum ulated depreciation of
$12,000, for a gain of $5,000.

9. D uke Co. re p o rte d cost of goods sold of
$270,000 for 1992. Additional information is as
follows:

•

In December 1992, K arr purchased equip
ment costing $50,000 with $20,000 cash and a
12% note payable of $30,000.

Inventory
Accounts payable

•

Depreciation expense for the year was $52,000.

December 31
$60,000
26,000

January 1
$45,000
39,000

If Duke uses th e direct m ethod, w hat am ount
should Duke report as cash paid to suppliers in
its 1992 statem ent of cash flows?
A. $242,000
B. $268,000
C. $272,000
D. $298,000

6. In K arr’s 1992 statem ent of cash flows, net
cash provided by operating activities should be
A. $340,000
B. $347,000
C. $352,000
D. $357,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Examination Questions — November 1993
13. On July 2, 1992, Wynn, Inc., purchased as a
short-term investm ent a $1,000,000 face value
K ean Co. 8% bond for $910,000 plus accrued
in te re s t to yield 10%. The bonds m a tu re on
Jan u ary 1, 1999, and pay interest annually on
January 1. On December 31, 1992, the bonds had
a m ark et value of $945,000. On F eb ru ary 13,
1993, Wynn sold the bonds for $920,000. In its
December 31, 1992, balance sheet, what amount
should Wynn report for short-term investments in
debt securities?
A. $910,000
B. $920,000
C. $945,000
D. $950,000

10. Conn Co. reported a retained earnings bal
ance of $400,000 a t D ecem ber 31, 1991. In
August 1992, Conn determ ined th a t insurance
prem ium s of $60,000 for the three-year period
beginning Jan u ary 1, 1991, had been paid and
fully expensed in 1991. Conn has a 30% income
tax rate. W hat am ount should Conn report as
adjusted beginning retained earnings in its 1992
statem ent of retained earnings?
A. $420,000
B. $428,000
C. $440,000
D. $442,000
11. Information regarding Stone Co.’s portfolio of
marketable equity securities is as follows:
Aggregate cost as of 12/31/92
Unrealized gains as of 12/31/92
Unrealized losses as of 12/31/92
Net realized gains during 1992

$170,000
4,000
26,000
30,000

14. Pare, Inc. purchased 10% of Tot Co.’s 100,000
outstanding shares of common stock on January 2,
1992, for $50,000. On December 31, 1992, Pare
purchased an additional 20,000 shares of Tot for
$150,000. There was no goodwill as a result of
either acquisition, and Tot had not issued any
additional stock during 1992. Tot reported earn
ings of $300,000 for 1992. W hat amount should
P are report in its December 31, 1992, balance
sheet as investment in Tot?
A. $170,000
B. $200,000
C. $230,000
D. $290,000

At December 31, 1991, Stone reported an allow
ance of $1,500 to reduce investments to lower of
cost or market. In its December 31, 1992, balance
sheet, w hat am ount of allowance should Stone
report?
A. $26,000
B. $22,000
C. $20,500
D. $0
12. On March 4, 1992, Evan Co. purchased 1,000
shares of LVC common stock at $80 per share. On
September 26, 1992, Evan received 1,000 stock
rights to purchase an additional 1,000 shares at
$90 per share. The stock rights had an expiration
date of February 1, 1993. On September 30, 1992,
LVC’s common stock had a m ark et value, ex
rights, of $95 per share and the stock rights had a
m arket value of $5 each. W hat am ount should
Evan report on its September 30, 1992, balance
sheet for investment in stock rights?
A. $ 4,000
B. $ 5,000
C. $10,000
D. $15,000

15. Roth, Inc. received from a customer a oneyear, $500,000 note bearing annual in terest of
8%. After holding the note for six months, Roth
discounted the note at Regional Bank at an effec
tive interest rate of 10%. W hat amount of cash
did Roth receive from the bank?
A. $540,000
B. $523,810
C. $513,000
D. $495,238

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Accounting Practice — Part I
18. On March 31, 1993, Vale Co. had an unad
justed credit balance of $1,000 in its allowance for
uncollectible accounts. An analysis of Vale’s trade
accounts receivable at th a t date revealed the fol
lowing:

16. Luge Co., w hich b e g an o p e ra tio n s on
January 2, 1992, appropriately uses the install
m ent sales method of accounting. The following
information is available for 1992:
Installment accounts receivable,
December 3 1 , 1992
Deferred gross profit, December 31,
1992 (before recognition of realized
gross profit for 1992)
Gross profit on sales

560,000
40%

For the year ended December 3 1 , 1992, cash collec
tions and realized gross profit on sales should be

A.
B.
C.
D.

Age

Amount

Estimated
uncollectible

0 — 30 days
31 — 60 days
Over 60 days

$60,000
4,000
2,000

5%
10%
$1,400

$800,000

Cash
collections

Realized
gross profit

$400,000
$400,000
$600,000
$600,000

$320,000
$240,000
$320,000
$240,000

W hat amount should Vale report as allowance for
uncollectible accounts in its M arch 31, 1993,
balance sheet?
A. $4,800
B. $4,000
C. $3,800
D. $3,000

19. Drew Co. uses th e average cost inventory
method for internal reporting purposes and LIFO
for financial statem ent and income tax reporting.
A t D ecem ber 31, 1992, th e in v e n to ry w as
$375,000 using average cost and $320,000 using
LIFO. The unadjusted credit balance in the LIFO
R eserve account on D ecem ber 31, 1992, was
$35,000. W hat a d ju stin g e n try should Drew
record to adjust from average cost to LIFO at
December 31, 1992?

17. Frame Co. has an 8% note receivable dated
J u n e 30, 1991, in th e o rig in a l a m o u n t of
$150,000. Payments of $50,000 in principal plus
accrued in te re st are due a n n u ally on Ju ly 1,
1992, 1993, and 1994. In its June 30, 1993, bal
ance sheet, what amount should Frame report as
a current asset for interest on the note receivable?
A. $0
B. $ 4,000
C. $ 8,000
D. $12,000

Dehit
A. Cost of Goods Sold
Inventory
B. Cost of Goods Sold
LIFO Reserve
C. Cost of Goods Sold
Inventory
D. Cost of Goods Sold
LIFO Reserve

Credit

$55,000
$55,000
$55,000
$55,000
$20,000
$20,000
$20,000
$20,000

MULTIPLE-CHOICE WORK SPACE— This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.

5

Examination Questions — November 1993
20. Brock Co. adopted th e dollar-value LIFO
inventory method as of January 1, 1991. A single
inventory pool and an internally computed price
index are used to compute Brock’s LIFO inventory
layers. Inform ation about Brock’s dollar value
inventory follows:

Date

at base
year cost

Inventory
at current
year cost

at dollar
value LIFO

1/ 1/91
1991 layer

$40,000
5,000

$40,000
14,000

$40,000
6,000

12/31/91
1992 layer

45,000
15,000

54,000
26,000

46,000
?

12/31/92

$60,000

$80,000

?

22. M erry Co. p u rc h a se d a m achine costing
$125,000 for its m anufacturing operations and
paid shipping costs of $20,000. Merry spent an
additional $10,000 te stin g and p rep arin g the
m achine for use. W hat am ount should M erry
record as the cost of the machine?
A. $155,000
B. $145,000
C. $135,000
D. $125,000

W hat was Brock’s dollar value LIFO inventory at
December 31, 1992?
A. $80,000
B. $74,000
C. $66,000
D. $60,000

23. Weir Co. uses straight-line depreciation for
its property, plant, and equipment, which, stated
at cost, consisted of the following:

Land
Buildings
Machinery and equipment

Number 2 (Estim ated tim e — 45 to 55 m inutes)
21. B ased on a p h ysical in v en to ry ta k e n on
December 31, 1992, Chewy Co. determ ined its
chocolate inventory on a FIFO basis at $26,000
with a replacement cost of $20,000. Chewy esti
m ated th a t, a fte r fu rth e r processing costs of
$12,000, the chocolate could be sold as finished
candy bars for $40,000. Chewy’s norm al profit
margin is 10% of sales. Under the lower of cost or
m arket rule, w hat amount should Chewy report
as chocolate inventory in its December 31, 1992,
balance sheet?
A. $28,000
B. $26,000
C. $24,000
D. $20,000

Less accumulated
depreciation

12/ 31/ 92
$ 25,000
195,000
695,000

12/ 31/ 91
$ 25,000
195,000
650,000

915,000

870,000

400,000

370,000

$515,000

$500,000

W eir’s depreciation expense for 1992 and 1991
was $55,000 and $50,000, respectively. W hat
amount was debited to accumulated depreciation
d u rin g 1992 because of property, p la n t, and
equipment retirements?
A. $40,000
B. $25,000
C. $20,000
D. $10,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Accounting Practice — Part I
24. Gei Co. determined that, due to obsolescence,
equipment with an original cost of $900,000 and
accumulated depreciation at January 1, 1992, of
$420,000 had suffered perm anent im pairm ent,
and as a result should have a carrying value of
only $300,000 as of the beginning of the year. In
addition, the remaining useful life of the equip
m en t w as red u ced from 8 y e a rs to 3. In its
December 31, 1992, balance sheet, what amount
should Gei report as accumulated depreciation?
A. $100,000
B. $520,000
C. $600,000
D. $700,000

27. On December 31, 1992, Roth Co. issued a
$10,000 face value note payable to Wake Co. in
exchange for services rendered to Roth. The note,
made at usual trade terms, is due in nine months
and bears interest, payable at m aturity, at the
annual rate of 3%. The m arket interest rate is
8%. The compound in terest factor of $1 due in
nine m onths a t 8% is .944. At w h a t am ount
should the note payable be reported in Roth’s
December 3 1 , 1992, balance sheet?
A. $10,300
B. $10,000
C. $ 9,652
D. $ 9,440

25. On J a n u a ry 2, 1992, J u d d Co. bought a
tra d e m ark from K rug Co. for $500,000. Ju d d
retained an independent consultant, who estimated
the tradem ark’s remaining life to be 50 years. Its
unam ortized cost on Krug’s accounting records
w as $380,000. Ju d d decided to am ortize th e
tradem ark over the maximum period allowed. In
Judd’s December 31, 1992, balance sheet, w hat
amount should be reported as accumulated amor
tization?
A. $ 7,600
B. $ 9,500
C. $10,000
D. $12,500

28. Ross Co. pays all salaried employees on a
Monday for the five-day workweek ended the pre
vious Friday. The last payroll recorded for the
year ended December 31, 1992, was for the week
ended December 25, 1992. The payroll for the
week ended Jan u ary 1, 1993, included regular
weekly salaries of $80,000 and vacation pay of
$25,000 for vacation tim e earned in 1992 not
taken by December 31, 1992. Ross had accrued a
liability of $20,000 for vacation pay at December 31,
1991. In its December 31, 1992, balance sheet,
w h at am ount should Ross re p o rt as accrued
salary and vacation pay?
A. $64,000
B. $68,000
C. $69,000
D. $89,000

26. On January 2, 1992, Loch Co. established a
noncontributory defined benefit plan covering all
employees and contributed $1,000,000 to th e
plan. At December 31, 1992, Loch determ ined
th a t the 1992 service and interest costs on the
plan were $620,000. The expected and the actual
rate of return on plan assets for 1992 was 10%.
There are no other components of Loch’s pension
expense. W hat amount should Loch report in its
December 31, 1992, balance sheet as prepaid pen
sion cost?
A. $280,000
B. $380,000
C. $480,000
D. $620,000

29. On J a n u a ry 31, 1992, B eau Corp. issued
$300,000 m aturity value, 12% bonds for $300,000
cash. The bonds are dated December 31, 1991,
and m ature on December 31, 2001. Interest will
be paid semiannually on June 30 and December
31. W hat am ount of accrued in te re st payable
should Beau report in its September 30, 1992,
balance sheet?
A. $27,000
B. $24,000
C. $18,000
D. $ 9,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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32. Kent Co., a division of National Realty, Inc.,
m aintains escrow accounts and pays real estate
taxes for National’s mortgage customers. Escrow
funds are k ep t in in te re st-b e a rin g accounts.
Interest, less a 10% service fee, is credited to the
mortgagee’s account and used to reduce future
escrow payments. Additional information follows:

30. Lyle, Inc. is preparing its financial s ta te 
m ents for the year ended December 31, 1992.
Accounts payable amounted to $360,000 before
any necessary year-end adjustment related to the
following:
•

•

At December 31, 1992, Lyle has a $50,000
debit balance in its accounts payable to Ross,
a supplier, resulting from a $50,000 advance
paym ent for goods to be m anufactured to
Lyle’s specifications.

Escrow accounts liability, 1/1/92
$ 700,000
Escrow payments received during 1992 1,580,000
Real estate taxes paid during 1992
1,720,000
Interest on escrow funds during 1992
50,000

Checks in the amount of $100,000 were w rit
ten to vendors and recorded on December 29,
1992. The checks were mailed on January 5,
1993.

W hat am o u n t should K ent re p o rt as escrow
accounts liability in its December 31, 1992, bal
ance sheet?
A. $510,000
B. $515,000
C. $605,000
D. $610,000

W hat am ount should Lyle rep o rt as accounts
payable in its December 31, 1992, balance sheet?
A. $510,000
B. $410,000
C. $310,000
D. $210,000

33. On D ecem ber 30, 1992, F ort, Inc. issued
1,000 of its 8%, 10-year, $1,000 face value bonds
with detachable stock w arrants at par. Each bond
carried a detachable w arran t for one share of
Fort’s common stock at a specified option price of
$25 per share. Immediately after issuance, the
m arket value of the bonds without the w arrants
was $1,080,000 and the m arket value of the war
ra n ts was $120,000. In its December 31, 1992,
balance sheet, what amount should Fort report as
bonds payable?
A. $1,000,000
B. $ 975,000
C. $ 900,000
D. $ 880,000

31. On September 1, 1991, Brak Co. borrowed on
a $1,350,000 note payable from Federal Bank.
The note bears interest at 12% and is payable in
th re e e q u al a n n u a l p rin c ip a l p a y m e n ts of
$450,000. On this date, the bank’s prime rate was
11%. The first annual payment for interest and
principal was made on Septem ber 1, 1992. At
December 31, 1992, w hat am ount should Brak
report as accrued interest payable?
A. $54,000
B. $49,500
C. $36,000
D. $33,000

34. On J a n u a r y 2, 1992, G ill Co. issu e d
$2,000,000 of 10-year, 8% bonds a t par. The
bonds, dated January 1, 1992, pay interest semi
annually on Jan u ary 1 and July 1. Bond issue
costs were $250,000. W hat amount of bond issue
costs are unamortized at June 30, 1993?
A. $237,500
B. $225,000
C. $220,800
D. $212,500

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Accounting Practice — Part I
38. Dunne Co. sells equipment service contracts
th a t cover a two-year period. The sales price of
each contract is $600. Dunne’s past experience is
that, of the total dollars spent for repairs on ser
vice contracts, 40% is incurred evenly during the
first contract year and 60% evenly during the sec
ond contract year. Dunne sold 1,000 contracts
evenly th ro u g h o u t 1992. In its December 31,
1992, balance sheet, what amount should Dunne
report as deferred service contract revenue?
A. $540,000
B. $480,000
C. $360,000
D. $300,000

35. Oak Co. leased equipment for its entire nineyear useful life, agreeing to pay $50,000 at the
start of the lease term on December 31, 1991, and
$50,000 annually on each December 31 for the
n e x t e ig h t y e a rs. The p re s e n t v a lu e on
December 31, 1991, of the nine lease payments
over the lease term, using the rate implicit in the
lease which Oak knows to be 10%, was $316,500.
The December 31, 1991, p resen t value of the
lease payments using Oak’s incremental borrow
ing rate of 12% was $298,500. Oak made a timely
second lease payment. W hat amount should Oak
report as capital lease liability in its December 31,
1992, balance sheet?
A. $350,000
B. $243,150
C. $228,320
D. $0

39. Neal Corp. entered into a nine-year capital
lease on a w arehouse on December 31, 1992.
Lease payments of $52,000, which includes real
estate taxes of $2,000, are due annually, begin
ning on December 3 1 , 1993, and every December 31
thereafter. Neal does not know the interest rate
implicit in the lease; Neal’s incremental borrow
ing rate is 9%. The rounded present value of an
ordinary an n u ity for nine years a t 9% is 5.6.
W hat amount should Neal report as capitalized
lease liability at December 31, 1992?
A. $280,000
B. $291,200
C. $450,000
D. $468,000

36. Webb Co. h as o u tsta n d in g a 7%, 10-year
$100,000 face-value bond. The bond was originally
sold to yield 6% annual interest. Webb uses the
effective interest rate method to amortize bond
premium. On June 30, 1992, the carrying amount
of th e o u tstan d in g bond was $105,000. W hat
amount of unamortized premium on bond should
Webb report in its June 3 0 , 1993, balance sheet?
A. $1,050
B. $3,950
C. $4,300
D. $4,500
37. On July 1, 1992, after recording interest and
amortization, York Co. converted $1,000,000 of its
12% convertible bonds into 50,000 shares of $1
par value common stock. On the conversion date
the carrying amount of the bonds was $1,300,000,
the m arket value of the bonds was $1,400,000,
and York’s common stock was publicly trading at
$30 per share. U sing the book value method,
what amount of additional paid-in capital should
York record as a result of the conversion?
A. $ 950,000
B. $1,250,000
C. $1,350,000
D. $1,500,000

40. On June 2, 1988, Tory, Inc. issued $500,000
of 10%, 15-year bonds at par. Interest is payable
semiannually on June 1 and December 1. Bond
issue costs were $6,000. On June 2, 1993, Tory
retired half of the bonds a t 98. W hat is the net
amount th a t Tory should use in computing the
gain or loss on retirement of debt?
A. $249,000
B. $248,500
C. $248,000
D. $247,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Examination Questions
Number 3 (Estimated time — 45 to 55 minutes)

—

November 1993
43. On April 1, 1993, Ivy began operating a ser
vice proprietorship with an initial cash invest
m en t of $1,000. The p ro p rieto rsh ip provided
$3,200 of services in April and received full pay
ment in May. The proprietorship incurred expens
es of $1,500 in April which were paid in June.
During May, Ivy drew $500 against her capital
account.

41. On November 1, 1992, Davis Co. discounted
w ith recourse a t 10% a one-year, n o n in terest
bearing, $20,500 note receivable m atu rin g on
January 31, 1993. W hat amount of contingent lia
b ility for th is note m ust Davis disclose in its
financial statements for the year ended December 31,
1992?
A.
B. $20,000
C. $20,333
D. $20,500

W hat was the proprietorship’s income for the two
months ended May 31, 1993, under the following
methods of accounting?

A.
B.
C.
D.

42. On July 1, 1992, South Co. entered into a
ten-year operating lease for a warehouse facility.
The a n n u a l m inim um le a se p a y m e n ts are
$100,000. In addition to the base rent, South pays
a monthly allocation of the building’s operating
expenses, which amounted to $20,000 for the year
ended J une 30, 1993. In the notes to South’s June 30,
1993, financial statements, w hat amounts of sub
sequent y e ars’ lease paym ents should be dis
closed?
A. $100,000 per annum for each of the next
five years and $500,000 in the aggregate.
B. $120,000 per annum for each of the next
five years and $600,000 in the aggregate.
C. $100,000 per annum for each of the next
five years and $900,000 in the aggregate.
D. $120,000 per annum for each of the next
five years and $1,080,000 in the aggregate.

Cash-basis
$1,200
$1,700
$2,700
$3,200

Accrual-basis
$1,200
$1,700
$1,200
$1,700

44. Howe Co. leased equipment to Kew Corp. on
January 2, 1992, for an eight-year period expiring
December 31, 1999. Equal payments under the
lease are $600,000 and are due on January 2 of
each y ear. The f ir s t p a y m e n t w as m ade on
J a n u a ry 2, 1992. The list selling price of the
equipment is $3,520,000 and its carrying cost on
Howe’s books is $2,800,000. The lease is appropri
ately accounted for as a sales-type lease. The pre
sent value of the lease payments at an imputed
interest rate of 12% (Howe’s incremental borrow
ing rate) is $3,300,000. W hat amount of profit on
the sale should Howe report for the year ended
December 31, 1992?
A. $720,000
B. $500,000
C. $ 90,000
D. $0

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Accounting Practice
45. On January 2, 1991, Blake Co. sold a used
machine to Cooper, Inc. for $900,000, resulting in
a gain of $270,000. On th a t date, Cooper paid
$150,000 cash and signed a $750,000 note bear
ing in te re st a t 10%. The note was payable in
three annual installments of $250,000 beginning
January 2, 1992. Blake appropriately accounted
for th e sale u n d e r th e in s ta llm e n t m ethod.
C ooper m ade a tim e ly p a y m e n t of th e f ir s t
in stallm en t on J a n u a ry 2, 1992, of $325,000,
which included accrued interest of $75,000. W hat
am ount of deferred gross profit should Blake
report at December 31, 1992?
A. $150,000
B. $172,500
C. $180,000
D. $225,000

—

Part I

48. Cobb Co. purchased 10,000 shares (2% own
ership) of Roe Co. on February 12, 1993. Cobb
received a stock dividend of 2,000 sh ares on
March 31, 1993, when the carrying amount per
share on Roe’s books was $35 and the m arket
value per share was $40. Roe paid a cash divi
dend of $1.50 per share on September 15, 1993.
In Cobb’s income statem ent for the year ended
O ctober 31, 1993, w hat am ount should Cobb
report as dividend income?
A. $98,000
B. $88,000
C. $18,000
D. $15,000

Item s 46 a n d 47 are based on the following:
On January 2, 1992, Emme Co. sold equipment
with a carrying amount of $480,000 in exchange
for a $600,000 n o n in te re st b earin g note due
J a n u a ry 2, 1995. T h ere w as no e sta b lis h e d
exchange price for the equipment. The prevailing
rate of interest for a note of this type at January 2,
1992, was 10%. The present value of 1 at 10% for
three periods is 0.75.

49. Hunt Co. purchased merchandise for £300,000
from a vendor in London on November 30, 1992.
Payment in British pounds was due on January 30,
1993. The exchange rates to purchase one pound
were as follows:

46. In Em m e’s 1992 income statem e n t, w hat
amount should be reported as interest income?
A. $ 9,000
B. $45,000
C. $50,000
D. $60,000

Spot-rate
30-day rate
60-day rate

47. In Em m e’s 1992 income statem e n t, w hat
amount should be reported as gain (loss) on sale
of machinery?
A. ($ 30,000) loss.
B. $ 30,000 gain.
C. $120,000 gain.
D. $270,000 gain.

November 30,
1992
$1.65
1.64
1.63

December 31,
1992
$1.62
1.59
1.56

In its Decem ber 31, 1992, income statem en t,
w h at am ount should H u n t re p o rt as foreign
exchange gain?
A. $12,000
B. $ 9,000
C. $ 6,000
D. $0

MULTIPLE-CHOICE WORK SPACE— This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Examination Questions

—

November 1993

50. Wall Co. leased office premises to Fox, Inc.
for a five-year term beginning January 2, 1992.
Under the terms of the operating lease, rent for
th e firs t y ear is $8,000 and re n t for y e ars 2
through 5 is $12,500 per annum. However, as an
inducement to enter the lease, Wall granted Fox
the first six months of the lease rent-free. In its
Decem ber 31, 1992, income sta te m e n t, w hat
amount should Wall report as rental income?
A. $12,000
B. $11,600
C. $10,800
D. $ 8,000

53. In Yew Co.’s 1992 a n n u a l r e p o r t, Yew
described its social awareness expenditures dur
ing the year as follows:

51. On December 30, 1992, Astor Corp. sold mer
chandise for $75,000 to Day Co. The term s of the
sale were net 30, FOB shipping point. The mer
chandise was shipped on December 31, 1992, and
arrived at Day on January 5, 1993. Due to a cleri
cal error, the sale was not recorded until January
1993 an d th e m e rc h a n d ise , sold a t a 25%
m arkup, was included in A stor ’s inventory at
December 3 1 , 1992. As a result, Astor ’s cost of goods
sold for the year ended December 3 1 , 1992, was
A. Understated by $75,000.
B. Understated by $60,000.
C. Understated by $15,000.
D. Correctly stated.

W hat amount of the above should be included in
Yew’s income statem ent as charitable contribu
tions expense?
A. $310,000
B. $390,000
C. $410,000
D. $490,000

“The Company contributed $250,000 in cash
to youth and educational program s. The
Company also gave $140,000 to health and
h u m a n -serv ice o rg a n iz a tio n s, of w hich
$80,000 w as c o n trib u te d by em ployees
through payroll deductions. In addition, con
sistent with the Company’s commitment to
th e e n v iro n m e n t, th e C om pany sp e n t
$100,000 to redesign product packaging.”

54. On January 2, 1989, Lava, Inc. purchased a
patent for a new consumer product for $90,000.
At the time of purchase, the patent was valid for
15 years; however, the p a ten t’s useful life was
estimated to be only 10 years due to the competi
tive n a tu re of th e product. On D ecem ber 31,
1992, the product was perm anently w ithdrawn
from sale under governmental order because of a
potential h ealth h azard in th e product. W hat
amount should Lava charge against income dur
ing 1992, assuming amortization is recorded at
the end of each year?
A. $ 9,000
B. $54,000
C. $63,000
D. $72,000

52. The following costs were incurred by Griff
Co., a manufacturer, during 1992:
Accounting and legal fees
Freight-in
Freight-out
Officers salaries
Insurance
Sales representatives salaries

$ 25,000
175,000
160,000
150,000
85,000
215,000

W hat amount of these costs should be reported as
general and administrative expenses for 1992?
A. $260,000
B. $550,000
C. $635,000
D. $810,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Part I

57. W hat amount should Knob report as a pretax
e x trao rd in ary gain (loss) on re s tru c tu rin g of
payables?
A. ($10,000)
B. $0
C. $50,000
D. $60,000

55. On January 2, 1992, Nori Mining Co. (lessee)
entered into a 5-year lease for drilling equipment.
Nori accounted for the acquisition as a capital
lease for $240,000, which includes a $10,000 bar
gain purchase option. At the end of the lease,
Nori expects to exercise the bargain purchase
option. Nori estimates th a t the equipment’s fair
value will be $20,000 at the end of its 8-year life.
Nori regularly uses straight-line depreciation on
similar equipment. For the year ended December 31,
1992, w hat am ount should N ori recognize as
depreciation expense on the leased asset?
A. $48,000
B. $46,000
C. $30,000
D. $27,500

58. W hat am ount should Knob report as ordi
nary gain (loss) on transfer of real estate?
A. ($10,000)
B. $0
C. $50,000
D. $60,000
59. On Ju n e 1, 1993, Oren Co. entered into a
five-year nonrenew able lease, commencing on
th at date, for office space and made the following
payments to Cant Properties:

56. B rill Co. made the following expenditures
during 1992:
Costs to develop computer software
for internal use in Brill’s general
management information system
Costs of m arket research activities

—

Bonus to obtain lease
First month’s rent
Last month’s rent

$100,000
75,000

$30,000
10,000
10,000

In its income statement for the year ended June 30,
1993, w hat amount should Oren report as ren t
expense?
A. $10,000
B. $10,500
C. $40,000
D. $50,000

W hat amount of these expenditures should Brill
report in its 1992 income statem ent as research
and development expenses?
A. $175,000
B. $100,000
C. $ 75,000
D. $0

60. On January 2, 1989, Union Co. purchased a
machine for $264,000 and depreciated it by the
straight-line method using an estim ated useful
life of eight years w ith no salvage value. On
Ja n u a ry 2, 1992, U nion determ ined th a t th e
machine had a useful life of six years from the
date of acquisition and will have a salvage value
of $24,000. An accounting change was made in
1992 to reflect the additional data. The accumu
lated depreciation for this machine should have a
balance at December 31, 1992, of
A. $176,000
B. $160,000
C. $154,000
D. $146,000

Ite m s 57 a n d 58 are based on the following:
The following information pertains to the transfer
of real estate pursuant to a troubled debt restruc
turing by Knob Co. to Mene Corp. in full liquida
tion of Knob’s liability to Mene:
Carrying amount of liability liquidated $150,000
Carrying amount of real estate
transferred
100,000
Fair value of real estate transferred
90,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Examination Questions
Num ber 4 (Estim ated tim e — 45 to 55 m inutes)

November 1993
On Ja n u a ry 2, 1990, Trask gran ted stock
options to employees to purchase 200,000
shares of the company's common stock a t $12
per share, which was also the m arket price
on th a t date. The options are exercisable
w ith in a th re e -y e a r p erio d b e g in n in g
January 2, 1992. The m easurem ent date is
the same as the grant date. On June 1, 1992,
employees exercised 150,000 options when
the m arket value of the stock was $25 per
share. Trask issued new shares to settle the
transaction.

Trask Corp., a public company whose shares are
traded in the over-the-counter m arket, had the
following stockholders’ equity account balances at
December 31, 1991:
Common stock
Additional paid-in capital
Retained earnings
Treasury common stock

—

$ 7,875,000
15,750,000
16,445,000
750,000

Transactions during 1992, and other infor
m a tio n re la tin g to th e sto c k h o ld e rs’ e q u ity
accounts, were as follows:

On October 27, 1992, Trask declared a 2-for-1
stock split on its common stock and reduced
the per share p ar value accordingly. Trask
stockholders of record on A ugust 2, 1992,
received one additional share of Trask com
mon stock for each share of Trask common
stock held. The laws in Trask’s state of incor
poration protect treasury stock from dilution.

•

Trask had 4,000,000 authorized shares of $5
par value common stock; 1,575,000 shares
were issued, of which 75,000 were held in
treasury.

•

On Jan u ary 21, 1992, Trask issued 50,000
shares of $100 par value, 6% cumulative pre
ferred stock in exchange for all of Rover Co.’s
assets and liabilities. On th a t date, the net
carrying amount of Rover’s assets and liabili
ties was $5,000,000. The carrying amounts of
Rover’s assets and liabilities equalled their
fair values. On January 22, 1992, Rover dis
tributed the Trask shares to its stockholders
in complete liquidation and dissolution of
Rover. Trask had 150,000 authorized shares
of preferred stock.

On December 12, 1992, Trask declared the
y early cash dividend on p re fe rre d stock,
payable on January 11, 1993, to stockholders
of record on December 3 1 , 1992.

On February 17, 1992, Trask formally retired
25,000 of its 75,000 treasury common stock
shares. The shares were originally issued at
$15 per sh are and had been acquired on
September 25, 1991, for $10 per share. Trask
uses the cost method to account for treasury
stock.

Net income for 1992 was $2,400,000.

•

•

On January 16, 1993, before the accounting
records were closed for 1992, Trask became
aware th at depreciation expense was under
s ta te d by $350,000 for th e y e a r en d ed
December 31, 1991. The after-tax effect on
1991 net income was $245,000. The appropri
ate correcting e n try was recorded on th e
same day.

R eq u ired :
a. Prepare Trask’s statem en t of retained
earnings for the year ended December 31, 1992.
Assume th a t Trask prepares only single-period
financial statements for 1992.

Trask owned 15,000 shares of Harbor, Inc.
common stock p u rc h a se d in 1989 for
$600,000. The Harbor stock was included in
T rask’s short-term m arketable securities
portfolio. On March 5, 1992, Trask declared a
property dividend of one share of H arbor
common stock for every 100 shares of Trask
common stock held by a stockholder of record
on A pril 16, 1992. The m a rk e t p rice of
Harbor stock on March 5, 1992, was $60 per
share. The property dividend was distributed
on April 29, 1992.

b. Prepare the stockholders’ equity section
of Trask’s balance sheet at December 31, 1992.
c. Compute th e book value p er sh are of
common stock at December 31, 1992.
Show all supporting calculations in good form.
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Accounting Practice
N u m b er 5 (E stim ated tim e 40 — 50 m in u tes)
London, Inc. began operation of its construction
division on October 1, 1991, and entered into con
tracts for two separate projects. The Beta project
contract price was $600,000 and provided for
penalties of $10,000 per week for late completion.
Although du ring 1992 the Beta project had been
on schedule for timely completion, it was complet
ed four weeks late in August 1993. The Gamma
project’s original contract price was $800,000.
Change orders during 1993 added $40,000 to the
original contract price.

Gamma

As of September 3 0 , 1992:
Costs incurred to date
$360,000
Estimated costs to complete 40,000
Billings
315,000
Cash collections
275,000

•

London elected early application of FASB
109, Accounting for Income Taxes, for the
y ear ended Septem ber 30, 1992. E nacted
rates are 25% for 1992 and 30% for future
years.

•

London’s income before income taxes from all
divisions, before considering revenues from
lo n g -term c o n stru c tio n p ro je c ts, w as
$300,000 for the year ended September 30,
1992. There were no other temporary or per
manent differences.

b. P rep are a schedule showing London’s
b a la n c e s in th e follow ing a cc o u n ts a t
Septem ber 30, 1992, under the percentage-ofcompletion method:
• Accounts receivable
• Costs and estimated earnings in excess
of billings
• Billings in excess of costs and estimated
earnings

$410,000
410,000
440,000
365,000

As of September 30, 1993:
Costs incurred to date
450,000 720,000
Estimated costs to complete
180,000
Billings
560,000 710,000
Cash collections
560,000 625,000
—

c. Prepare a schedule reconciling London’s
financial statem ent income and taxable income
for the year ended September 30, 1992, and show
ing all components of taxes payable and current
and deferred income tax expense for the year
th e n en d ed . Do n o t co n sid e r e s tim a te d ta x
requirements.

Additional information:
•

Part I

R eq u ired :
a. P repare a schedule showing London’s
gross profit (loss) recognized for the years ended
September 30, 1992, and 1993, under the percent
age-of-completion method.

The following data pertains to the separate long
term construction projects in progress:
Beta

—

London accounts for its long-term construc
tio n c o n tra c ts u s in g th e p ercen tag e-o fcompletion m ethod for financial reporting
purposes and the completed-contract method
for income tax purposes.
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the boxes.
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3. For the budgetary year ending December 31,
1993, Maple City’s general fund expects the fol
lowing inflows of resources:

Instructions
Questions Number 1, 2, and 3 each consist of
20 multiple-choice items. Select the best answer
for each of th e item s. U se a No. 2 pencil to
blacken the appropriate ovals on the Objective
Answer Sheet to indicate your answers. Mark
only one answ er for each item . A nsw er all
item s. Your grade will be based on the total num
ber of correct answers.

Property taxes, licenses, and fines
Proceeds of debt issue
Interfund transfers for debt service

$9,000,000
5,000,000
1,000,000

In th e b u d g etary entry, w h at am ount should
Maple record for estimated revenues?
A. $ 9,000,000
B. $10,000,000
C. $14,000,000
D. $15,000,000

Number 1 (Estimated time—45 to 55 m inutes)
Select the best answer for each of the following
item s relating to a v a r iety o f not-for-profit
and governm ental accounting problems.

4. During its fiscal year ended June 30, 1993,
C liff C ity is su e d p u rc h a se o rd e rs to ta lin g
$5,000,000, w hich w ere pro p erly ch arg ed to
encumbrances at th a t time. Cliff received goods
and related invoices at the encumbered amounts
totaling $4,500,000 before year end. The remain
ing goods of $500,000 were not received u n til
a fte r y e a r end. C liff p aid $4,200,000 of th e
invoices received during the year. W hat amount
of C liff’s encum brances w ere o u tsta n d in g a t
June 30, 1993?
A. $0
B. $300,000
C. $500,000
D. $800,000

Items 1 and 2 are based on the following:
Ridge Township’s governing body adopted its
general fund budget for the year ended July 31,
1994, co m p rised of e s tim a te d re v e n u e s of
$100,000 and appropriations of $80,000. Ridge
formally integrates its budget into the accounting
records.
1. To record th e a p p ro p riatio n s of $80,000,
Ridge should
A. Credit appropriations control.
B. Debit appropriations control.
C. Credit estimated expenditures control.
D. Debit estimated expenditures control.

5. Elm City issued a purchase order for sup
plies with an estimated cost of $5,000. When the
supplies were received, the accompanying invoice
indicated an actual price of $4,950. W hat amount
should Elm d eb it (credit) to th e re se rv e for
encumbrances after the supplies and invoice were
received?
A. ($ 50)
B. $ 50
C. $4,950
D. $5,000

2. To record th e $20,000 budgeted excess of
estim ated revenues over appropriations, Ridge
should
A. C re d it e s tim a te d excess re v e n u e s
control.
B. Debit estimated excess revenues control.
C. Credit budgetary fund balance.
D. Debit budgetary fund balance.

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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6. Wood City, w hich is legally oblig ated to
maintain a debt service fund, issued the following
general obligation bonds on July 1, 1992:

9. The following information pertains to Grove
C ity’s in te rfu n d receivables and payables a t
December 31, 1992:

Term of bonds
Face amount
Issue price
Stated interest rate

Due to special revenue fund from
general fund
Due to agency fund from special
revenue fund

10 years
$1,000,000
101
6%

Interest is payable January 1 and July 1. W hat
amount of bond premium should be amortized in
Wood’s debt service fund for th e y e ar ended
December 31, 1992?
A. $1,000
B. $ 500
C. $ 250
D. $0

4,000

In Grove’s special revenue fund balance sheet at
December 31, 1992, how should these interfund
amounts be reported?
A. As an asset of $6,000.
B. As a liability of $6,000.
C. As an asset of $4,000 and a liability of
$ 10 ,000 .
D. As an asset of $10,000 and a liability of
$4,000.

7. The following information pertains to Spruce
City’s liability for claims and judgments:
Current liability at January 1, 1992
$100,000
Claims paid during 1992
800,000
Current liability at December 31, 1992
140,000
Noncurrent liability at December 31,
1992
200,000

10. The following inform ation p ertains to pro
perty taxes levied by Oak City for the calendar
year 1992:

W hat am ount should Spruce re p o rt for 1992
claims and judgments expenditures?
A. $1,040,000
B. $ 940,000
C. $ 840,000
D. $ 800,000

Collections during 1992
Expected collections during the
first 60 days of 1993
Expected collections during the
balance of 1993
Expected collections during
January 1994
Estimated to be uncollectible
Total levy

8. Cal City maintains several major fund types.
The following were among C al’s cash receipts
during 1993:
Unrestricted state grant
Interest on bank accounts held
for employees’ pension plan

$10,000

$1,000,000
200,000

$500,000
100,000
60,000
30,000
10,000
$700,000

W hat am ount should Oak report for 1992 net
property tax revenues?
A. $700,000
B. $690,000
C. $600,000
D. $500,000

W hat am ount of these cash receipts should be
accounted for in Cal’s general fund?
A. $1,200,000
B. $1,000,000
C. $ 200,000
D. $0

MULTIPLE-CHOICE WORK SPACE— This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Under the Forfeiture Act—cash
confiscated from illegal activities;
disbursements can be used only for
law enforcement activities
Sales taxes collected by Arlen to be
distributed to other governmental
units

$400,000
500,000
100,000

In its 1992 capital projects fund operating state
ment, Fir should report these amounts as

A.
B.
C.
D.

Revenues
$1,000,000
$ 900,000
$ 400,000
$0

Part II

14. Arlen City’s fiduciary funds contained the fol
lowing cash balances at December 3 1 , 1992:

11. Financing for the renovation of F ir City’s
m unicipal park, begun and com pleted during
1992, came from the following sources:
Grant from state government
Proceeds from general obligation
bond issue
Transfer from F ir’s general fund

—

$300,000

500,000

W hat amount of cash should Arlen report in its
expendable tru st funds at December 31, 1992?
A. $0
B. $300,000
C. $500,000
D. $800,000

Other financing sources
$0
$ 100,000
$ 600,000
$1,000,000

12. The following equity balances are among
those maintained by Cole City:
Enterprise funds
Internal service funds

$1,000,000
400,000

Cole’s proprietary equity balances amount to
A. $1,400,000
B. $1,000,000
C. $ 400,000
D. $0

15. In 1993, Palm City acquired, through forfei
ture as a result of nonpayment of property taxes,
a parcel of land th at the city intends to use as a
parking lot for general governmental purposes.
The total amount of taxes, liens, and other costs
incurred by Palm incidental to acquiring owner
ship and perfecting title was $20,000. The land’s
fa ir m a rk e t value a t th e fo rfeitu re d ate w as
$60,000. W hat amount should be capitalized in
the general fixed assets account group for this
land?
A.
B. $20,000
C. $60,000
D. $80,000

13. T hrough an in te rn a l service fu n d , New
County operates a centralized d ata processing
center to provide services to New’s other govern
mental units. In 1992, this internal service fund
billed New’s parks and recreation fund $150,000
for data processing services. W hat account should
New’s internal service fund credit to record this
$150,000 billing to the p a rk s and re c rea tio n
fund?
A. Data processing department expenses.
B. Intergovernmental transfers.
C. Interfund exchanges.
D. Operating revenues control.

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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16. Dodd Village received a gift of a new fire
engine from a local civic group. The fair value of
this fire engine was $400,000. The entry to be
made in the general fixed assets account group
for this gift is

November 1993
19. Hill City’s water utility fund held the follow
ing investm ents in U.S. Treasury securities at
June 30, 1993:
Date
Investment purchased
3-month T-bill 5/31/93
3-year T-note
6/15/93
5-year T-note
10/1/89

Debit
Credit
A. Memorandum entry only
—
—
B. General fund assets
$400,000
Private gifts
$400,000
C. Investment in general
fixed assets
$400,000
Gift revenue
$400,000
D. Machinery and equipment $400,000
Investment in general
fixed assets from
private gifts
$400,000

Maturity
date
7/31/93
8/31/93
9/30/94

Carrying
amount
$ 30,000
50,000
100,000

In the fund’s balance sheet, what amount of these
investments should be reported as cash and cash
equivalents at June 30, 1993?
A. $0
B. $ 30,000
C. $ 80,000
D. $180,000

17. In 1992, State University’s board of trustees
established a $100,000 fund to be retained and
invested for scholarship grants. In 1992, the fund
earned $6,000 which had not been disbursed at
December 31, 1992. W hat amount should State
report in a quasi-endow m ent fund balance at
December 31, 1992?
A. $0
B. $ 6,000
C. $100,000
D. $106,000

20. The following information pertains to Park
Township’s general fund at December 31, 1992:

18. The following information pertains to certain
monies held by B lair County at December 31,
1992, th a t are legally restricted to expenditures
for specified purposes:
Proceeds of short-term notes to be used
for advances to expendable tru st funds
Proceeds of long-term debt to be used
for a major capital project

—

Total assets, including $200,000 of
cash
Total liabilities
Reserved for encumbrances

$ 8,000

$1,000,000
600,000
100,000

A p p ro p riatio n s do not lap se a t year-end. At
December 31, 1992, w hat am ount should P ark
report as unreserved fund balance in its general
fund balance sheet?
A. $200,000
B. $300,000
C. $400,000
D. $500,000

90,000

W hat amount of these restricted monies should
Blair account for in special revenue funds?
A. $0
B. $ 8,000
C. $90,000
D. $98,000

MULTIPLE-CHOICE WORK SPACE— This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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23. N are, an accru al-b asis tax p ay er, owns a
building which was rented to Mott under a teny e a r le a se e x p irin g A u g u st 31, 1998. On
January 2, 1992, Mott paid $30,000 as considera
tion for cancelling the lease. On November 1,
1992, Nare leased the building to Pine under a
five-year lease. Pine paid Nare $10,000 rent for
the two months of November and December, and
an additional $5,000 for the last m onth’s rent.
W hat am o u n t of re n ta l incom e should N are
report in its 1992 income tax return?
A. $10,000
B. $15,000
C. $40,000
D. $45,000

N um ber 2 (E stim ated tim e — 45 to 55 m inutes)
Select the b e st answer for each of the following
items relating to th e federal tax atio n of in d i
v id u a ls , e s ta te s , a n d tr u s ts . The a n sw e rs
sh o u ld be b a se d on th e I n te r n a l R even u e
Code and Tax R egulations in effect for th e
ta x period specified in th e item . If no ta x
period is specified, use the current In te rn a l
Revenue Code and Tax R egulations.

21. Perle, a dentist, billed Wood $600 for dental
services. Wood paid Perle $200 cash and built a
bookcase for Perle’s office in full settlement of the
bill. Wood sells comparable bookcases for $350.
W hat am ount should Perle include in taxable
income as a result of this transaction?
A. $0
B. $200
C. $550
D. $600

24. John and Mary were divorced in 1991. The
divorce decree provides th a t John pay alimony of
$10,000 per year, to be reduced by 20% on their
child’s 18th birthday. D uring 1992, John paid
$7,000 directly to M ary and $3,000 to Spring
College for Mary’s tuition. W hat amount of these
payments should be reported as income in Mary’s
1992 income tax return?
A. $ 5,600
B. $ 8,000
C. $ 8,600
D. $10,000

22. Charles and Marcia are m arried cash-basis
taxpayers. In 1992, they had interest income as
follows:
•

$500 interest on federal income tax refund.

•

$600 interest on state income tax refund.

•

$800 in te r e s t on fe d e ra l g o v e rn m e n t
obligations.

•

$1,000 in te r e s t on s ta te
obligations.

25. Smith, an individual calendar-year taxpayer,
purchased 100 shares of Core Co. common stock
for $15,000 on December 15, 1992, and an addi
tional 100 shares for $13,000 on December 30,
1992. On January 3, 1993, Smith sold the shares
purchased on December 15, 1992, for $13,000.
W hat amount of loss from the sale of Core’s stock
is deductible on Sm ith’s 1992 and 1993 income
tax returns?

g o v e rn m e n t

W hat am ount of in terest income is taxable on
C h arles and M arcia’s 1992 jo in t incom e tax
return?
A. $ 500
B. $1,100
C. $1,900
D. $2,900

A.
B.
C.
D.

1992
$0
$0
$1,000
$2,000

1993
$0
$2,000
$1,000
$0

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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26. Majors, a candidate for a graduate degree,
received the following scholarship awards from
the university in 1992:
•

$10,000 for tuition, fees, books, and supplies
required for courses.

•

$2,000 stipend for research services required
by the scholarship.

—

November 1993
29. In 1992, Fay sold 100 sh ares of Gym Co.
stock to her son, M artin, for $11,000. Fay had
paid $15,000 for the stock in 1989. Subsequently
in 1992, M artin sold the stock to an unrelated
th ird p arty for $16,000. W hat am ount of gain
from th e sale of th e stock to th e th ird p a rty
should M artin rep o rt on his 1992 income tax
return?
A. $0
B. $1,000
C. $4,000
D. $5,000

W hat amount of the scholarship awards should
Majors include as taxable income in 1992?
A. $12,000
B. $10,000
C. $ 2,000
D. $0

30. Which itemized deduction is included in the
category of u n re im b u rse d expenses th a t are
deductible only to the extent th a t the aggregate
amount of such expenses exceeds 2% of the tax
payer’s adjusted gross income?
A. Tax return preparation fee.
B. Medical expense.
C. Employee moving expense.
D. Interest expense.

27. Which allowable deduction can be claimed in
arriving at an individual’s adjusted gross income?
A. Alimony payment.
B. Charitable contribution.
C. Personal casualty loss.
D. U nreim bursed business expense of an
outside salesperson.

31. Spencer, who ite m iz e s d e d u c tio n s, h a d
adjusted gross income of $60,000 in 1992. The fol
lowing additional inform ation is available for
1992:
Cash contribution to church
Purchase of art object at church bazaar
(with a fair market value of $800 on
the date of purchase)
Donation of used clothing to Salvation
Army (fair value evidenced by receipt
received)

28. Davis, a sole proprietor with no employees,
has a Keogh profit-sharing plan to which he may
contribute 15% of his annual earned income. For
this purpose, “earned income” is defined as net
self-employment earnings reduced by the
A. Deductible Keogh contribution.
B. Self-employment tax.
C. Self-employment tax and one-half of the
deductible Keogh contribution.
D. Deductible Keogh contribution and onehalf of the self-employment tax.

$4,000
1,200
600

What is the maximum amount Spencer can claim
as a deduction for charitable contributions in
1992?
A. $5,400
B. $5,200
C. $5,000
D. $4,400

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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34. Mr. and Mrs. Sloan incurred the following
expenses on D ecem ber 15, 1992, w hen th e y
adopted a child:

32. C haritable contributions subject to the 50percent limit th at are n o t fully deductible in the
year made may be
A. Neither carried back nor carried forward.
B. Carried back three years or carried for
ward fifteen years.
C. Carried forward five years.
D. Carried forward indefinitely until fully
deducted.

Child’s medical expenses
Legal expenses
Agency fee

$5,000
8,000
2,000

Before consideration of any “floor” or other limi
tation on deductibility, what amount of the above
expenses may the Sloans deduct on th eir 1992
joint income tax return?
A. $15,000
B. $13,000
C. $10,000
D. $ 5,000

35. In 1992, B arlow moved from Chicago to
M iam i to s ta r t a new job, in c u rrin g costs of
$1,200 to move household goods and $2,500 in
temporary living expenses. Barlow was not reim
bursed for any of these expenses. W hat amount
should Barlow deduct as itemized deduction for
moving expense?
A. $1,200
B. $2,700
C. $3,000
D. $3,700

33. In 1992, Farb, a cash basis individual tax
payer, received an $8,000 invoice for personal
property taxes. Believing the amount to be over
stated by $5,000, Farb paid the invoiced amount
u n d er p ro te st and im m ediately s ta rte d legal
action to recover the overstatement. In November
1993, the m atter was resolved in F arb’s favor,
and he received a $5,000 refund. Farb itemizes
his deductions on his tax returns. Which of the
following statem en ts is correct regarding the
deductibility of the property taxes?
A. Farb should deduct $8,000 in his 1992
income tax return and should report the
$5,000 refu n d as income in h is 1993
income tax return.
B. Farb should n o t deduct any amount in
his 1992 income tax return and should
deduct $3,000 in his 1993 income tax
return.
C. Farb should deduct $3,000 in his 1992
income tax return.
D. Farb should n o t deduct any amount in
his 1992 income tax return when origi
nally filed, and should file an amended
1992 income tax return in 1993.

36. Joe and Barb are married, but Barb refuses
to sign a 1992 jo in t retu rn . On Jo e’s separate
1992 return, an exemption may be claimed for
Barb if
A. B arb w as a full-tim e s tu d e n t for th e
entire 1992 school year.
B. Barb attach es a w ritten statem e n t to
Joe’s income tax return, agreeing to be
claimed as an exemption by Joe for 1992.
C. Barb was under the age of 19.
D. Barb had n o gross income and was n o t
claimed as another person’s dependent in
1992.

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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37. The alternative minimum tax (AMT) is com
puted as the
A. Excess of the regular tax over the tenta
tive AMT.
B. Excess of the ten tativ e AMT over the
regular tax.
C. The tentative AMT plus the regular tax.
D. Lesser of the tentative AMT or the regu
lar tax.

Select the best answer for each of the following
ite m s r e la tin g to th e f e d e r a l t a x a t io n o f
c o r p o r a tio n s , p a r tn e r s h ip s a n d e x e m p t
organizations. The answ ers should be based
o n th e I n te r n a l R e v e n u e C ode a n d T ax
R egulations in effect for the tax period spec
ified in th e item . If no tax period is sp eci
fied, use the current Internal R evenue Code
and Tax Regulations.
41. In 1992, B ru n C orp. p ro p e rly accru ed
$10,000 for an income item on the basis of a rea
sonable estimate. In 1993, Brun determined th at
the exact amount was $12,000. Which of the fol
lowing statements is correct?
A. B ru n is re q u ire d to file an am ended
return to report the additional $2,000 of
income.
B. Brun is required to notify the IRS within
30 days of the determination of the exact
amount of the item.
C. The $2,000 difference is includible in
Brun’s 1993 income tax return.
D. No f u r th e r in c lu sio n of incom e is
required as the difference is less th an
25% of the original amount reported and
th e e stim a te h ad been m ade in good
faith.

$6,000

3,600
2,300

Poole wishes to minimize his income tax. W hat is
Poole’s 1992 total income tax?
A. $3,000
B. $2,115
C. $1,980
D. $1,755
39. W hat amount of a decedent's taxable estate
is effectively tax-free if the m aximum unified
estate and gift credit is taken?
A. $0
B. $ 10,000
C. $192,800
D. $600,000

42. In 1992, Cape Co. reported book income of
$140,000. Included in th a t amount was $50,000
for m eals an d e n te r ta in m e n t ex p en se an d
$40,000 for federal income tax expense. In Cape’s
Schedule M-1 of Form 1120, which reconciles
book income and taxable income, w hat amount
should be reported as taxable income?
A. $190,000
B. $180,000
C. $150,000
D. $140,000

40. Which of the following is(are) deductible from
a decedent’s gross estate?
I. Expenses of adm inistering and settling the
estate.
II. State inheritance or estate tax.
A.
B.
C.
D.

November 1993
Number 3 (Estimated time — 45 to 55 minutes)

38. Poole, 45 years old and unmarried, is in the
15% tax bracket. He had 1992 adjusted gross
income of $20,000. The following inform ation
applies to Poole:
Medical expenses
Standard deduction
Personal exemption

—

I only.
II only.
Both I and II.
Neither I nor II.

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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A.
B.
C.
D.

Part II

47. Which of the following statements is correct
re g a rd in g th e u n re la te d b u sin ess incom e of
exempt organizations?
A. If an exempt organization has any unre
lated business income, it may result in
th e loss of th e o rg an izatio n ’s exem pt
status.
B. Unrelated business income relates to the
performance of services, but n o t to the
sale of goods.
C. An unrelated business does n o t include
any activity where all the work is per
formed for the organization by unpaid
volunteers.
D. Unrelated business income tax will n o t
be imposed if profits from the unrelated
business are used to support the exempt
organization’s charitable activities.

43. When computing a corporation’s income tax
expense for e stim a te d income ta x purposes,
w hich of th e follow ing should be ta k e n into
account?
Corporate
tax credits
No
No
Yes
Yes

—

Alternative
minimum tax
No
Yes
No
Yes

44. If an S corporation has n o accumulated earn
ings and profits, the am ount d istrib u ted to a
shareholder
A. Must be returned to the S corporation.
B. Increases the shareholder’s basis for the
stock.
C. Decreases the shareholder’s basis for the
stock.
D. Has no effect on the shareholder’s basis
for the stock.

48. P e rt contributed land w ith a fair m ark et
v a lu e of $20,000 to a new p a r tn e r s h ip in
exchange for a 50% p artn ersh ip in terest. The
land had an adjusted basis to Pert of $12,000 and
was subject to a $4,000 mortgage, which the part
nership assumed. W hat is the adjusted basis of
Pert’s partnership interest?
A. $10,000
B. $12,000
C. $18,000
D. $20,000

45. Jones incorporated a sole proprietorship by
exchanging all the proprietorship’s assets for the
stock of Nu Co., a new corporation. To qualify for
tax-free incorporation, Jones must be in control of
Nu immediately after the exchange. W hat per
centage of Nu’s stock must Jones own to qualify
as “control” for this purpose?
A. 50.00%
B. 51.00%
C. 66.67%
D. 80.00%
46. A corporation was completely liquidated and
dissolved during 1992. The filing fees, profession
al fees, and other expenditures incurred in con
nection with the liquidation and dissolution are
A. Deductible in full by the dissolved corpo
ration.
B. Deductible by the shareholders and n o t
by the corporation.
C. Tr eated as capital losses by the corpora
tion.
D. Not deductible either by the corporation
or shareholders.

49. On June 1, 1992, Kelly received a 10% inter
est in Rock Co., a partnership, for services con
tributed to the partnership. Rock’s net assets at
th at date had a basis of $70,000 and a fair m ar
ket value of $100,000. In Kelly’s 1992 income tax
re tu rn , w h at am o u n t m u st Kelly include as
income from transfer of partnership interest?
A. $ 7,000 ordinary income.
B. $ 7,000 capital gain.
C. $10,000 ordinary income.
D. $10,000 capital gain.

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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50. Lee inherited a partn ersh ip in te re st from
Dale. The adjusted basis of Dale’s partnership
interest was $50,000, and its fair m arket value on
the date of D ale’s death (the estate valuation
date) was $70,000. W hat was Lee’s original basis
for the partnership interest?
A. $70,000
B. $50,000
C. $20,000
D. $0

—
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Item s 55 and 56 are based on the following:
The adjusted basis of Jody’s partnership interest
was $50,000 immediately before Jody received a
current distribution of $20,000 cash and property
w ith an ad ju sted basis to th e p a rtn e rsh ip of
$40,000 and a fair market value of $35,000.

51. The method used to depreciate partnership
property is an election made by
A. The partnership and m ust be the same
method used by the “principal partner.”
B. The partnership and may be any method
approved by the IRS.
C. The “principal partner.”
D. Each individual partner.

55. W hat am ount of tax ab le gain m u st Jody
report as a result of this distribution?
A. $0
B. $5,000
C. $10,000
D. $20,000

52. Under Section 444 of the Internal Revenue
Code, certain partnerships can elect to use a tax
year different from their required tax year. One of
the conditions for eligibility to make a Section
444 election is th at the partnership must
A. Be a limited partnership.
B. Be a member of a tiered structure.
C. Choose a tax y ear w here the deferral
period is not longer than three months.
D. Have less than 35 partners.

56. W hat is Jody’s basis in the distributed prop
erty?
A. $0
B. $30,000
C. $35,000
D. $40,000

53. In computing the ordinary income of a p art
nership, a deduction is allowed for
A. Contributions to recognized charities.
B. The first $100 of dividends received from
qualifying domestic corporations.
C. Short-term capital losses.
D. Guaranteed payments to partners.

57. The adjusted basis of Vance’s p artn ersh ip
interest in Lex Associates was $180,000 immedi
ately before receiving the following distribution
in complete liquidation of Lex:

54. When a partner’s share of partnership liabili
ties increases, th at partner’s basis in the partner
ship
A. Increases by the p a rtn e r’s share of the
increase.
B. Decreases by the p artn er’s share of the
increase.
C. Decreases, but not to less than zero.
D. Is not affected.

Cash
Real estate

Basis to Lex
$100,000
70,000

Fair market
value
$ 100,000
96,000

W hat is Vance’s basis in the real estate?
A. $96,000
B. $83,000
C. $80,000
D. $70,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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60. On June 3 0 , 1993, Berk retired from his part
nership. At th a t time, his capital account was
$50,000 and his share of the partnership’s liabili
ties was $30,000. B erk’s retirem en t paym ents
consisted of being relieved of his share of the
partnership liabilities and receipt of cash pay
ments of $5,000 per month for 18 months, com
mencing July 1, 1993. Assuming Berk makes no
election w ith regard to the recognition of gain
from the retirem ent payments, he should report
income therefrom of

58. Cobb, Danver, and Evans each owned a onethird interest in the capital and profits of their
calendar-year p artn ersh ip . On Septem ber 18,
1991, Cobb and Danver sold th eir partnership
in terests to Frank, and imm ediately withdrew
from all p articipation in the p a rtn ersh ip . On
March 15, 1992, Cobb and Danver received full
payment from Frank for the sale of their partner
ship interests. For tax purposes, the partnership
A. Terminated on September 18, 1991.
B. Terminated on December 31, 1991.
C. Terminated on March 15, 1992.
D. Did n o t terminate.

A.
B.
C.
D.

59. On December 31, 1992, after receipt of his
share of partnership income, Clark sold his inter
est in a limited partnership for $30,000 cash and
relief of all liabilities. On th a t date, the adjusted
basis of Clark’s partnership interest was $40,000,
consisting of his capital account of $15,000 and
his share of the partnership liabilities of $25,000.
The partnership has no unrealized receivables or
su b sta n tia lly appreciated inventory. W hat is
Clark’s gain or loss on the sale of his partnership
interest?
A. Ordinary loss of $10,000.
B. Ordinary gain of $15,000.
C. Capital loss of $10,000.
D. Capital gain of $15,000.

1993
$13,333
20,000
40,000
—

1994
$26,667
20,000
—

40,000

MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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N um ber 4 (E stim ated tim e— 40 to 50 m inutes)

Item s to b e A nsw ered:

Q u estio n N um ber 4 consists of 15 items. Select
the b e st answer for each item. Use a No. 2 pencil
to blacken the appropriate ovals on the Objective
Answer Sheet to indicate your answers. A nsw er
all item s. Your grade will be based on the total
number of correct answers.

61. Office manager’s salary.
62. Cost of electricity to run laboratory equip
ment.
63. Hourly wages of part-tim e technicians who
perform tests.
64. Cost of lubricant used on laboratory equip
ment.
65. Cost of distilled water used in tests.
66. Accelerated depreciation on laboratory equip
ment.
67. S tra ig h t-lin e d ep reciatio n on lab o rato ry
building.
68. C ost of expensive b in d e rs in w hich te s t
results are given to physicians.

Asta, Inc., is a medical laboratory th at performs
tests for physicians. Asta anticipates performing
between 5,000 and 12,000 tests during the month
of April. Relevant information is as follows:
At the low range of activity (0 to 4,999 tests per
formed):
Sales price per test
Variable costs per test
Fixed costs

$

60
20
160,000

b. Item s 69 th ro u g h 72. Items 69 through
72 require numeric responses. For each item, cal
c u late th e n u m eric am o u n t. To reco rd your
answer, w rite the num ber in the boxes on the
Objective Answer Sheet and blacken the corre
sponding oval below each box. These items cannot
be graded if you fail to blacken the ovals.

At the high range of activity (5,000 to 14,999 tests
performed):
Sales price per test
Variable costs per test
Fixed costs

$

60
20
200,000

Item s to b e An sw ered:
Compared to industry averages, at the low range
of activity Asta has a lower sales price per test,
higher fixed costs, and the same breakeven point
in number of tests performed. At the high range
of activity, A sta’s sales price per te st and fixed
costs are the sam e as in d u stry averages, and
Asta’s variable costs are lower.
R eq u ired :
a.
Item s 61 th ro u g h 68. Items 61 through
68 represent costs incurred by Asta. The following
two responses are required for each item:
(1) Determine how the cost should be catego
rized from the list below and blacken the corre
sponding oval on the Objective Answer Sheet.
Categories
A. Direct materials cost.
B. Direct labor cost.
C. Overhead cost for testing.
D. General and administrative cost.

69. Contribution margin per test.
70. Breakeven point in number of tests a t low
activity range.
71. Breakeven point in number of tests at high
activity range.
72. Number of units sold to achieve a gross profit
of $160,000.
c. Item s 73 th ro u g h 75. Items 73 through
75 refer to Asta’s costs in comparison to industry
averages. For each item , indicate G if A sta’s
costs are greater than the industry average, L
if Asta’s costs are lesser than the industry aver
age, or S if A sta’s costs are the same as the
industry average, by blackening the correspond
ing oval on the Objective Answer Sheet.
Item s to b e A nsw ered:
73. Variable costs at low activity range.
74. Contribution margin at high activity range.
75. Breakeven point at high activity range.

(2) Indicate CD if the cost is fixed or V if
the cost is variable by blackening the correspond
ing oval on the Objective Answer Sheet.
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Number 5 (Estim ated tim e — 45 to 55 m inutes)
Q uestion Number 5 consists of 16 items. Select the best answer for each item. Use a No. 2 pencil to
blacken the appropriate ovals on the Objective Answer Sheet to indicate your answers. A nsw er all
item s. Your grade will be based on the total number of correct answers.
Presented below are selected amounts from the separate unconsolidated financial statements of Poe
Corp. and its 90%-owned subsidiary, Shaw Co., at December 3 1 , 1992. Additional information follows;
Selected income statement amounts
Sales
Cost of goods sold
Gain on sale of equipment
Earnings from investment in subsidiary
Interest expense
Depreciation

Poe

Shaw

$710,000
490,000

$530,000
370,000
21,000

—

61,000
—

25,000

Selected balance sheet amounts
Cash
Inventories
Equipment
Accumulated depreciation
Investment in Shaw
Investment in bonds
Discount on bonds
Bonds payable
Common stock
Additional paid-in capital
Retained earnings

$ 50,000
229,000
440,000
(200,000)
189,000
100,000
(9,000)

16,000
20,000

$ 15,000
150,000
360,000
(120,000)
—
—
—

(100,000)
(250,000)
(402,000)

(200,000)
(10,000)
(40,000)
(140,000)

$272,000
210,000
80,000

$100,000
70,000
30,000

—

Selected statement o f retained earnings amounts
Beginning balance, December 3 1 , 1991
Net income
Dividends paid

—

Additional information:
•

On January 2, 1992, Poe, Inc. purchased 90% of Shaw Co.’s 100,000 outstanding common stock for
cash of $155,000. On th at date, Shaw’s stockholders’ equity equalled $150,000 and the fair values of
Shaw’s assets and liabilities equalled their carrying amounts. Poe has accounted for the acquisition
as a purchase. Poe’s policy is to amortize intangibles over 10 years.

•

On September 4, 1992, Shaw paid cash dividends of $30,000.

•

On December 31, 1992, Poe recorded its equity in Shaw’s earnings.

Required:
a.
Item s 76 through 78. Items 76 through 78 below represent transactions between Poe and
Shaw during 1992. Determine the dollar amount effect of the consolidating adjustment on 1992 consoli
dated income before considering minority interest. Ignore income tax considerations. To record your
answer, write the number in the boxes on the Objective Answer Sheet and blacken the corresponding
oval below each box. These items cannot be graded if you fail to blacken the ovals.
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N u m b er 5 (continued)
Ite m s to b e A nsw ered:
76. On Jan u ary 3, 1992, Shaw sold equipment with an original cost of $30,000 and a carrying value of
$15,000 to Poe for $36,000. The equipment had a remaining life of three years and was depreciated using
the straight-line method by both companies.
77. D uring 1992, Shaw sold m erchandise to Poe for $60,000, which included a profit of $20,000. At
December 3 1 , 1992, half of this merchandise remained in Poe’s inventory.
78. On December 31, 1992, Poe paid $91,000 to purchase 50% of the outstanding bonds issued by Shaw. The
bonds mature on December 31, 1998, and were originally issued at par. The bonds pay interest annually
on December 31 of each year, and the interest was paid to the prior investor immediately before Poe’s pur
chase of the bonds.
b. Ite m 79. Determine the amount recorded by Poe as amortization of goodwill for 1992. To record your
answer, write the number in the boxes on the Objective Answer Sheet and blacken the corresponding oval
beneath each box. These items cannot be graded if you fail to blacken the ovals.
c. Item s 80 th ro u g h 91. Items 80 through 91 below refer to accounts th a t may or may not be included
in Poe and Shaw’s consolidated financial statements. The list on the right refers to the various possibilities of
those amounts to be reported in Poe’s consolidated financial statements for the year ended December 31, 1992.
Consider all transactions stated in items 76 through 79 in determining your answer. Ignore income tax consid
erations. For each item, blacken the corresponding oval on the Objective Answer Sheet.
Item s to b e A nsw ered:

R esp o n ses to b e Selected:

80.
81.
82.
83.
84.
85.
86.
87.
88.
89.
90.
91.

A.

Cash
Equipment
Investment in subsidiary
Bonds payable
Minority interest
Common stock
Beginning retained earnings
Dividends paid
Gain on retirem ent of bonds
Cost of goods sold
Interest expense
Depreciation expense

Sum of amounts on Poe and Shaw’s separate
unconsolidated financial statements.
B. Less th an the sum of amounts on Poe and
Shaw ’s separate unconsolidated financial
statements but not the same as the amount
on either.
C. Same as amount for Poe only.
D. Same as amount for Shaw only.
E. Eliminated entirely in consolidation.
F. Shown in consolidated financial statem ents
but not in separate unconsolidated financial
statements.
G. N e ith er in consolidated nor in se p a ra te
unconsolidated financial statements.

OTHER OBJECTIVE ANSWER FORMAT WORK SPACE- -This information will not be graded. Only answers recorded on the Objective Answer
Sheet will be graded.
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question num ber where indicated on pages 3
through 14 of the Examination Answer Booklet.

1. Record your 7-digit candidate num ber in the
boxes provided at the upper right-hand comer of
this page.

5. Although the primary purpose of the examination
is to test your knowledge and application of the
su b ject m a tte r, th e a b ility to organize and
present such knowledge in acceptable w ritten
language may be considered by the examiners.

2. Question numbers 1 and 2 should he answered on
the Objective Answer Sheet, which is pages 15
and 16 of your Examination Answer Booklet. You
should attem pt to answer all objective items.
There is no penalty for incorrect responses. Since
the objective items are computer-graded, your
comments and calculations associated with them
are not considered. Be certain th a t you have
entered your answers on the Objective Answer
Sheet before the examination time is u p. The
objective portion of your examination will not be
graded if you fail to record your answers on the
Objective Answer Sheet. You will not be given
additional time to record your answers.

6. You are required to turn in by the end of each
session:
a. A tte nd ance Record Form , fro n t page of
Examination Answer Booklet;
b. Object i ve Answer Sheet, pages 15 and 16 of
Examination Answer Booklet;
c. Remaining Portion of Examination Answer
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.

3. Question numbers 3, 4, and 5 should be answered
beginning on page 3 of the Examination Answer
Booklet. If you have not completed answering a
question on a page, fill in the appropriate spaces
in th e w ording on th e bottom of th e page
"QUESTION N U M B ER __ CONTINUES ON
P A G E __ If you have completed answering a
question, fill in the appropriate space in the
wording on the bottom of the page "QUESTION
NUM BER__ ENDS ON TH IS PAGE." Always
begin the start of an answer to a question on the
top of a new page (which may be the back side of
a sheet of paper).

Your examination will not be graded unless the
above listed items are handed in before leaving
the examination room.
7. Unless otherwise instructed, if you w ant your
E xam ination Question Booklet mailed to you,
w rite y o u r nam e and address in both places
indicated on the back cover and place 52 cents
postage in the space provided. Exam ination
Question Booklets will be distributed no sooner
than the day following the administration of this
examination.
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4. The auditor with final responsibility for an
engagement and one of the assistants have a dif
ference of opinion about the results of an auditing
procedure. If the assistant believes it is necessary
to be disassociated from the m atter’s resolution,
the CPA firm ’s procedures should enable the
assistant to
A. Refer the disagreem ent to the AICPA’s
Quality Review Committee.
B. Document th e details of the disagree
ment with the conclusion reached.
C. Discuss the disagreement with the enti
ty’s management or its audit committee.
D. Report the disagreement to an impartial
peer review monitoring team.

In s tru c tio n s
Select the b e st answer for each of the following
items. Use a No. 2 pencil to blacken the appro
p riate ovals on the Objective Answer Sheet to
indicate your answers. M ark only one a n sw e r
fo r e a c h item . A n sw er a ll item s. Your grade
w ill be based on the to ta l num ber of correct
answers.
1. According to the profession’s ethical s ta n 
dards, a CPA would be considered independent in
which of the following instances?
A. A client leases part of an office building
from the CPA, resulting in a m aterial
indirect financial interest to the CPA.
B. The CPA has a material direct financial
in te re st in a client, b u t tra n sfe rs th e
interest into a blind trust.
C. The CPA owns an office building and the
mortgage on the building is guaranteed
by a client.
D. The CPA belongs to a country club client
in which membership requires the acqui
sition of a pro rata share of equity.

5. Before accepting an engagement to audit a
new client, an auditor is required to
A. Make inquiries of the predecessor audi
to r after obtaining th e consent of th e
prospective client.
B. Obtain the prospective client’s signature
to the engagement letter.
C. Prepare a memorandum setting forth the
staffing requirements and documenting
the preliminary audit plan.
D. Discuss the management representation
letter with the prospective client’s audit
committee.

2. Which of the following best describes what is
m eant by the term generally accepted auditing
standards?
A. Pronouncements issued by the Auditing
Standards Board.
B. Rules acknowledged by the accounting
profession because of th e ir u n iv ersal
application.
C. Procedures to be used to gather evidence
to support financial statements.
D. Measures of the quality of the auditor’s
performance.

6. In considering materiality for planning pur
poses, an auditor believes th a t m isstatem ents
aggregating $10,000 would have a material effect
on an entity’s income statem ent, but th a t mis
statem ents would have to aggregate $20,000 to
materially affect the balance sheet. Ordinarily, it
would be appropriate to design auditing proce
dures th at would be expected to detect m isstate
ments th at aggregate
A. $10,000
B. $15,000
C. $20,000
D. $30,000

3. May a CPA hire for the CPA’s public account
in g firm a non-CPA sy ste m s a n a ly s t who
specializes in developing computer systems?
A. Yes, provided the CPA is qualified to per
form each of the specialist’s tasks.
B. Yes, provided the CPA is able to super
vise th e sp e c ia list and e v a lu a te th e
specialist’s end product.
C. No, because non-CPA professionals are
n o t permitted to be associated with CPA
firms in public practice.
D. No, b e ca u se d eveloping co m p u ter
systems is n o t recognized as a service
performed by public accountants.

7. On the basis of audit evidence gathered and
evaluated, an au d ito r decides to increase the
assessed level of control risk from th at originally
planned. To achieve an overall audit risk level
th a t is substantially the same as the planned
audit risk level, the auditor would
A. Increase inherent risk.
B. Increase materiality levels.
C. Decrease substantive testing.
D. Decrease detection risk.
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13. A CPA firm evaluates its personnel advance
ment experience to ascertain whether individuals
m eeting stated criteria are assigned increased
degrees of responsibility. This is evidence of the
firm’s adherence to which of the following pre
scribed standards?
A. Professional ethics.
B. Supervision and review.
C. Accounting and review services.
D. Quality control.

8. Analytical procedures used in planning an
audit should focus on
A. E v alu a tin g th e adequacy of evidence
gathered concerning unusual balances.
B. Testing individual account balances th at
depend on accounting estimates.
C. Enhancing the auditor’s understanding
of the client’s business.
D. Identifying m aterial weaknesses in the
internal control structure.
9. In performing an attestation engagement, a
CPA typically
A. Supplies litigation support services.
B. Assesses control risk at a low level.
C. Expresses a conclusion about an asser
tion.
D. Provides management consulting advice.

14. Which of the following statements applies to
consultation services engagements?
A. A practitioner should obtain an under
standing of the internal control structure
to assess control risk.
B. A practitioner is not perm itted to com
pile a financial forecast.
C. A practitioner should obtain sufficient
relevant d ata to complete the engage
ment.
D. A practitioner is to maintain an appear
ance of independence.

10. W hen a CPA p re p a re s a c lie n t’s fe d e ral
income tax return, the CPA has the responsibility
to
A. Be an advocate for the entity’s realisti
cally sustainable position.
B. Verify the data to be used in preparing
the return.
C. Take a position of in d e p en d e n t n e u 
trality.
D. A rgue th e p o sitio n of th e In te r n a l
Revenue Service.

15. Which of the following circumstances most
likely would cause an au d ito r to believe th a t
m aterial misstatements may exist in an entity’s
financial statements?
A. A ccounts re c eiv a b le c o n firm a tio n
re q u e s ts y ield sig n ific a n tly few er
responses than expected.
B. Audit trails of computer-generated tran s
actions exist only for a short time.
C. The chief financial officer does not sign
the m anagem ent representation le tter
until the last day of the auditor’s field
work.
D. Management consults with other accoun
ta n ts a b o u t sig n ific a n t a c c o u n tin g
matters.

11. An auditor who discovers th at client employ
ees have com m itted an illegal act th a t h as a
m aterial effect on the client’s financial s ta te 
m ents m ost likely would w ithdraw from th e
engagement if
A. The illegal act is a violation of generally
accepted accounting principles.
B. The client does n ot take the rem edial
action th a t the auditor considers neces
sary.
C. The illegal act was committed during a
prior year that was not audited.
D. The auditor has already assessed control
risk at the maximum level.

16. An advantage of using systems flowcharts to
docum ent inform ation about in te rn a l control
instead of using internal control questionnaires is
th at systems flowcharts
A. Identify in te rn a l control w eaknesses
more prominently.
B. Provide a v isu al depiction of c lie n ts’
activities.
C. Indicate whether control procedures are
operating effectively.
D. R educe th e n eed to observe c lie n ts ’
employees performing routine tasks.

12. A CPA is required to comply with the provi
sions of Statements on Standards for Accounting
and Review Services when

A.
B.
C.
D.

Processing financial
data for clients of
other CPA firms
Yes
Yes
No
No

Consulting on
accounting
matters
Ye s
No
Yes
No
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17. For which of the following judgments may an
independent auditor share responsibility with an
en tity ’s intern al auditor who is assessed to be
both competent and objective?

A.
B.
C.
D.

Materiality o f
misstatements
Yes
No
No
Yes

20. As a result of sampling procedures applied as
tests of controls, an auditor incorrectly assesses
control risk lower th a n appropriate. The most
likely explanation for this situation is th at
A. The deviation rates of both the auditor’s
sample and the population exceed the
tolerable rate.
B. The deviation rates of both the auditor’s
sample and the population is less than
the tolerable rate.
C. The deviation rate in the auditor’s sam
ple is less than the tolerable rate, but the
deviation rate in the population exceeds
the tolerable rate.
D. The deviation rate in the auditor’s sam
ple exceeds the tolerable rate, but the
deviation rate in the population is less
than the tolerable rate.

Evaluation of
accounting estimates
No
Yes
No
Yes

18. Which of the following statem ents is not true
of the test data approach to testing an accounting
system?
A. Test data are processed by the client’s
computer programs under the auditor’s
control.
B. The test data need consist of only those
valid and invalid conditions that interest
the auditor.
C. Only one transaction of each type need
be tested.
D. The test data must consist of all possible
valid and invalid conditions.

21. An auditor may decide to assess control risk
a t th e m axim um level for c ertain asse rtio n s
because the auditor believes
A. C ontrol policies an d p ro c e d u res are
unlikely to pertain to the assertions.
B. T he e n tity ’s c o n tro l e n v iro n m e n t,
accounting system, and control proce
dures are interrelated.
C. Sufficient evidential m atter to support
the assertions is likely to be available.
D. More emphasis on tests of controls than
substantive tests is warranted.

22. Which of the following statements concerning
control risk is correct?
A. Assessing control risk and obtaining an
u n d e rstan d in g of an e n tity ’s in te rn a l
control structure may be performed con
currently.
B. When control risk is a t the maximum
level, an auditor is required to document
the basis for th at assessment.
C. Control risk may be assessed sufficiently
low to eliminate substantive testing for
significant transaction classes.
D. When assessing control risk an auditor
should not consider evidence obtained in
prior audits about the operation of con
trol procedures.

19. In obtaining an understanding of an entity’s
in ternal control structure in a financial s ta te 
ment audit, an auditor is not obligated to
A. D eterm ine w hether the control proce
dures have been placed in operation.
B. Perform procedures to understand the
design of the internal control structure
policies.
C. D ocum ent th e u n d e rs ta n d in g of th e
e n tity ’s in te r n a l c o n tro l s tr u c tu r e
elements.
D. Search for significant deficiencies in the
operation of the internal control struc
ture.
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27. Which of the following internal control proce
dures is not usually performed in the treasurer’s
department?
A. Verifying th e accuracy of checks and
vouchers.
B. Controlling the mailing of checks to ven
dors.
C. Approving vendors’ invoices for payment.
D. Canceling payment vouchers when paid.

23. Regardless of the assessed level of control
risk, an auditor would perform some
A. Tests of controls to determine the effec
tiveness of internal control policies.
B. A n a ly tic a l p ro c e d u re s to v e rify th e
design of internal control procedures.
C. Substantive te sts to re strict detection
risk for significant transaction classes.
D. Dual-purpose tests to evaluate both the
risk of monetary misstatement and pre
liminary control risk.

28. The objectives of the internal control struc
ture for a production cycle are to provide assur
ance th at transactions are properly executed and
recorded, and th at
A. Production orders are prenumbered and
signed by a supervisor.
B. C u stody of w ork in p ro cess an d of
finished goods is properly maintained.
C. In d e p e n d e n t in te rn a l v e rific a tio n of
activity reports is established.
D. T ransfers to finished goods are docu
mented by a completed production report
and a quality control report.

24. Which of the following audit techniques most
likely would provide an auditor with the most
assurance about the effectiveness of the operation
of an internal control procedure?
A. Confirmation with outside parties.
B. Inquiry of client personnel.
C. R ec o m p u ta tio n of acco u n t b a la n c e
amounts.
D. Observation of client personnel.
25. When communicating internal control struc
ture related m atters noted in an audit, an audi
to r ’s re p o rt issu ed on re p o rta b le conditions
should indicate th at
A. Errors or irregularities may occur and
not be detected because there are inher
ent lim itations in any internal control
structure.
B. The issuance of an unqualified opinion
on th e fin a n c ia l s ta te m e n ts m ay be
dependent on corrective follow-up action.
C. The deficiencies noted were not detected
within a timely period by employees in
the norm al course of perform ing th eir
assigned functions.
D. The purpose of the audit was to report on
the financial statements and not to pro
vide assurance on the internal control
structure.

29. In a well designed internal control structure,
employees in the same departm ent most likely
would approve purchase orders, and also
A. Reconcile the open invoice file.
B. Inspect goods upon receipt.
C. Authorize requisitions of goods.
D. Negotiate terms with vendors.
30. The purpose of segregating the duties of hir
ing personnel and distributing payroll checks is
to separate the
A. Human resources function from the con
trollership function.
B. Administrative controls from the in ter
nal accounting controls.
C. Authorization of transactions from the
custody of related assets.
D. O p e ra tio n a l re s p o n sib ility from th e
record keeping responsibility.

26. To determine whether accounts payable are
complete, an auditor perform s a te st to verify
th a t all merchandise received is recorded. The
population of documents for this test consists of
all
A. Payment vouchers.
B. Receiving reports.
C. Purchase requisitions.
D. Vendor’s invoices.

31. Which of the following dep artm en ts most
likely would approve changes in pay rates and
deductions from employee salaries?
A. Personnel.
B. Treasurer.
C. Controller.
D. Payroll.
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32. Which of the following questions would an
auditor most likely include on an internal control
questionnaire for notes payable?
A. A re a s s e ts th a t c o lla te ra liz e n o tes
payable critically needed for the entity’s
continued existence?
B. Are two or more authorized signatures
re q u ire d on checks th a t rep ay notes
payable?
C. Are the proceeds from notes payable
used for th e p u rc h a se of n o n c u rre n t
assets?
D. Are direct borrowings on notes payable
authorized by the board of directors?

—
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36. Which of the following statements concerning
audit evidence is correct?
A. To be competent, audit evidence should
be e ith e r p ersu asiv e or relev an t, b u t
need not be both.
B. The measure of the validity of audit evi
dence lies in the auditor’s judgment.
C. The difficulty and expense of obtaining
au d it evidence concerning an account
balance is a valid basis for omitting the
test.
D. A client’s accounting data can be suffi
cient audit evidence to support the finan
cial statements.

33. Which of the following internal control proce
dures would an entity most likely use to assist in
satisfying the completeness assertion related to
long-term investments?
A. Senior management verifies th at securi
ties in the bank safe deposit box are reg
istered in the entity’s name.
B. The internal auditor compares the secu
rities in the bank safe deposit box with
recorded investments.
C. The treasurer vouches the acquisition of
securities by comparing brokers’ advices
with canceled checks.
D. The co n tro ller com pares th e c u rre n t
m arket prices of recorded investm ents
with the brokers’ advices on file.

37. In auditing accounts payable, an auditor’s
procedures most likely would focus primarily on
management’s assertion of
A. Existence or occurrence.
B. Presentation and disclosure.
C. Completeness.
D. Valuation or allocation.

34. Equipment acquisitions th a t are misclassi
fied as maintenance expense most likely would be
detected by an internal control procedure th a t
provides for
A. Segregation of duties of employees in the
accounts payable department.
B. Independent verification of invoices for
disbursem ents recorded as equipm ent
acquisitions.
C. Investigation of variances within a for
mal budgeting system.
D. Authorization by the board of directors of
significant equipment acquisitions.

38. For audits of financial statem ents made in
accordance w ith generally accepted au d itin g
standards, the use of analytical procedures is
required to some extent
As a
substantive test
A.
Yes
B.
Yes
C.
No
D.
No

35. When performing an engagement to review a
n o npublic e n tity ’s fin a n c ia l s ta te m e n ts , an
accountant most likely would
A. Confirm a sample of significant accounts
receivable balances.
B. Ask about actions ta k e n a t board of
directors’ meetings.
C. Obtain an understanding of the internal
control structure.
D. Limit the distribution of the accountant’s
report.

In the final
review stage
Yes
No
Yes
No

39. The p rim ary source of in form ation to be
reported about litigation, claim s, and assess
ments is the
A. Client’s lawyer.
B. Court records.
C. Client’s management.
D. Independent auditor.
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40. In w hich of th e following circum stances
would the use of the negative form of accounts
receivable confirmation most likely be justified?
A. A substantial number of accounts may be
in dispute and the accounts receivable
balance arises from sales to a few major
customers.
B. A substantial number of accounts may be
in dispute and the accounts receivable
balance arises from sales to many cus
tomers with small balances.
C. A small number of accounts may be in
dispute and the accounts receivable bal
ance arises from sales to a few m ajor
customers.
D. A small num ber of accounts may be in
dispute and the accounts receivable bal
ance a rise s from sale s to m any c u s
tomers with small balances.

43. A prim ary advantage of using generalized
audit software packages to audit the financial
statements of a client th at uses an EDP system is
th at the auditor may
A. S u b s ta n tia te th e accu racy of d a ta
through self-checking digits and hash
totals.
B. Reduce the level of required tests of con
trols to a relatively small amount.
C. Access information stored on computer
files while having a limited understand
ing of the client’s hardware and software
features.
D. Consider increasing the use of substan
tive tests of transactions in place of ana
lytical procedures.
44. Which of the following is a documentation
requirement th at an auditor should follow when
auditing in accordance with Government Auditing
Standards?
A. The auditor should obtain written repre
sentations from m anagem ent acknowl
ed g in g re s p o n s ib ility for c o rre c tin g
instances of fraud, abuse, and waste.
B. The auditor’s working papers should con
tain sufficient information so th a t sup
plem entary oral explanations are n ot
required.
C. The auditor should document the proce
dures th at assure discovery of all illegal
acts and contingent liabilities resulting
from noncompliance.
D. The auditor’s working papers should con
ta in a c a v e a t t h a t a ll in s ta n c e s of
m aterial errors and irregularities may
not be identified.

41. Which of the following procedures would an
a u d ito r m ost likely perform in searching for
unrecorded payables?
A. Reconcile receiving reports with related
cash payments made ju st prior to yearend.
B. Contrast the ratio of accounts payable to
purchases with the prior year’s ratio.
C. Vouch a sample of creditor balances to
supporting invoices, receiving reports,
and purchase orders.
D. Compare cash payments occurring after
the balance sheet date with the accounts
payable trial balance.

45. W hen auditing an en tity ’s financial sta te 
ments in accordance with Government Auditing
Standards, an auditor should prepare a w ritten
report on the auditor’s
A. Identification of th e causes of perfor
mance problems and recommendations
for actions to improve operations.
B. U nderstanding of th e in te rn a l control
structure and assessment of control risk.
C. Field work and procedures th at substan
tiated the auditor’s specific findings and
conclusions.
D. Opinion on the entity’s attainm ent of the
goals and objectives specified by ap 
plicable laws and regulations.

42. The perm anent (continuing) file of an audi
to r’s working papers most likely would include
copies of the
A. Bank statements.
B. Debt agreements.
C. Lead schedules.
D. Attorney’s letters.
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49. An auditor decides to issue a qualified opin
ion on an entity’s financial statem ents because a
major inadequacy in its computerized accounting
records prevents the auditor from applying neces
sary procedures. The opinion paragraph of the
auditor’s report should state th a t the qualifica
tion pertains to
A. A client-imposed scope limitation.
B. A d e p a rtu re from gen erally accepted
auditing standards.
C. The possible effects on th e fin an cial
statements.
D. Inadequate disclosure of necessary infor
mation.

46. When disclaiming an opinion due to a clientimposed scope limitation, an auditor should indi
cate in a separate paragraph why the audit did
not comply with generally accepted auditing stan
dards. The auditor should also omit the

A.
B.
C.
D.

Scope
paragraph
No
Yes
No
Yes

Opinion
paragraph
Yes
Yes
No
No

50. W hen u n audited financial statem en ts are
p re sen te d in com parative form w ith au d ited
financial statements in a document filed with the
Securities and Exchange Commission, such state
ments should be

47. Management believes and the auditor is sat
isfied th at the chance of a material loss resulting
from the resolution of a law suit is more th a n
remote but less than probable. Which of the fol
lowing m atters should the auditor consider in
deciding w hether to add an explanatory p a ra 
graph?

A.
B.
C.
D.

Likelihood that
the loss is closer
to probable
than remote

Magnitude by which
the loss exceeds the
auditor’s materiality

Yes
No
No

No
Yes
No

A.
B.
C.
D.

Marked as
"unaudited”
Yes
Yes
No
No

Withheld
until
audited
No
No
Yes
Yes

Referred to in
the auditor’s
report
No
Yes
Yes
No

51. W hen an a u d ito r q u a lifie s an o p inion
because of inadequate disclosure, the auditor
should describe the nature of the omission in a
separate explanatory paragraph and modify the

48. Com parative financial statem ents include
the financial statem ents of the prior year th a t
were audited by a predecessor auditor whose
report is not presented. If the predecessor’s report
was qualified, the successor should
A. Indicate the substantive reasons for the
qualification in the predecessor auditor’s
opinion.
B. Request the client to reissue the prede
cessor’s report on the prior year’s state
ments.
C. Issu e an u p d a te d com parative a u d it
report indicating the division of responsi
bility.
D. Express an opinion only on the current
year’s statements and make no reference
to the prior year’s statements.

A.
B.
C.
D.

Introductory
paragraph
Yes
Yes
No
No

Scope
paragraph
Yes
No
Yes
No

52. Several sources of GAAP consulted by an
auditor are in conflict as to the application of an
accounting principle. W hich of th e following
should the auditor consider the most authorita
tive?
A. FASB Technical Bulletins.
B. AICPA Accounting Interpretations.
C. FASB Statem ents of Financial Account
ing Concepts.
D. AICPA Technical Practice Aids.
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57. An accountant’s standard report on a compi
lation of a projection should not include a
A. Statement th a t a compilation of a projec
tion is limited in scope.
B. Disclaim er of responsibility to update
the report for events occurring after the
report’s date.
C. Statement th a t the accountant expresses
only limited assurance th a t the results
may be achieved.
D. Separate paragraph th a t describes the
limitations on the presentation’s useful
ness.

53. During an engagement to review the finan
cial statem ents of a nonpublic entity, an accoun
tan t becomes aware of a material departure from
GAAP. If the accountant decides to modify the
standard review report because management will
not revise the financial statements, the accoun
tan t should
A. E x p re ss n e g a tiv e a ss u ra n c e on th e
accounting principles th a t do n ot con
form with GAAP.
B. Disclose the departure from GAAP in a
separate paragraph of the report.
C. Issue an adverse or an “except for” quali
fied opinion, depending on materiality.
D. E x p re ss p o sitiv e a s s u ra n c e on th e
accounting principles th a t conform with
GAAP.

58. In performing a financial statem ent audit in
acco rd an ce w ith G overnm ent A u d itin g
Standards, an auditor is required to report on the
entity’s compliance with laws and regulations.
This report should
A. State th at compliance with laws and reg
ulations is the responsibility of the enti
ty’s management.
B. Describe the laws and regulations th a t
the entity m ust comply with.
C. Provide an opinion on overall compliance
with laws and regulations.
D. Indicate th a t the auditor does not pos
sess legal skills and cannot make legal
judgments.

54. Which of the following representations does
an accountant make implicitly when issuing the
standard report for the compilation of a nonpublic
entity’s financial statements?
A. The a cc o u n ta n t is in d e p en d e n t w ith
respect to the entity.
B. The financial statements have not been
audited.
C. A com pilation consists p rin cip ally of
inquiries and analytical procedures.
D. The accountant does n ot express any
assurance on the financial statements.

59. Which of the following events occurring after
the issuance of an auditor’s report most likely
would cause the auditor to make further inquiries
about the previously issued financial statements?
A. A technological development th a t could
affect the entity’s future ability to con
tinue as a going concern.
B. The discovery of information regarding a
co n tin g en cy th a t e x iste d before th e
financial statements were issued.
C. The e n tity ’s sale of a su b sid iary th a t
accounts for 30% of the entity’s consoli
dated sales.
D. The fin a l re s o lu tio n of a la w s u it
explained in a separate paragraph of the
auditor’s report.

55. An en tity changed from th e straig h t-lin e
method to the declining balance method of depre
ciation for all newly acquired assets. This change
has no material effect on the current year’s finan
cial statements, but is reasonably certain to have
a substantial effect in later years. If the change is
disclosed in the notes to the financial statements,
the auditor should issue a report with a(an)
A. “Except for” qualified opinion.
B. Explanatory paragraph.
C. Unqualified opinion.
D. Consistency modification.

60. An auditor is obligated to communicate a
proposed audit adjustm ent to an entity’s audit
committee only if the adjustment
A. Has not been recorded before the end of
the auditor’s field work.
B. Has a significant effect on the en tity ’s
financial reporting process.
C. Is a recurring m atter th at was proposed
to management the prior year.
D. R esults from the correction of a prior
period’s departure from GAAP.

56. A CPA is p e rm itte d to accept a sep a ra te
engagement (not in conjunction with an audit of
financial statements) to audit an entity’s

A.
B.
C.
D.

Schedule of
accounts receivable
Yes
Yes
No
No

Schedule o f
royalties
No
Yes
No
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Number 2 (Estim ated tim e — 15 to 25 m inutes)
In s tru c tio n s
Q u estio n N u m b er 2 consists of 13 items. Select
the b e s t answer for each item. Use a No. 2 pencil
to blacken the appropriate ovals on the Objective
Answer Sheet to indicate your answers. A nsw er
all item s. Your grade will be based on the total
number of correct answers.
R eq u ired :
The flowchart on the right depicts p a rt of a
client’s revenue cycle. Some of the flowchart sym
bols are labeled to indicate control procedures
an d reco rd s. F or each sym bol n u m b ered 61
through 73, select one response from the answer
lists below and blacken the corresponding oval on
the Objective Answer Sheet. Each response in the
lists may be selected once or n o t at all.
Answer Lists
Operations and control procedures
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.
M.
N.
O.

Enter shipping data
Verify agreement of sales order and shipping
document
Write off accounts receivable
To warehouse and shipping department
Authorize account receivable write-off
Prepare aged trial balance
To sales department
Release goods for shipment
To accounts receivable department
Enter price data
Determine th at customer exists
Match customer purchase order with sales
order
Perform customer credit check
Prepare sales journal
Prepare sales invoice

Documents, journals, ledgers, and files
P.
Q.
R.
S.
T.
U.
V.
W.
X.
Y.
Z.

Shipping document
General ledger m aster file
General journal
M aster price file
Sales journal
Sales invoice
Cash receipts journal
Uncollectible accounts file
Shipping file
Aged trial balance
Open order file
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The auditor’s report below was drafted by Miller,
a staff accountant of Pell & Pell, CPAs, a t the
completion of the audit of the consolidated finan
cial statem ents of Bond Co. for the year ended
July 31, 1993. The report was submitted to the
engagem ent p a rtn e r who review ed th e a u d it
working papers and properly concluded th a t an
unqualified opinion should be issued. In drafting
the report, Miller considered the following:

We have audited the consolidated balance sheets
of Bond Co. and subsidiaries as of July 31, 1993,
and 1992, and the related consolidated sta te 
ments of income and retained earnings for the
years then ended. Our responsibility is to express
an opinion on these financial statements based on
our audits. We did not audit the financial state
ments of BC Services, Inc., a wholly-owned sub
sidiary. Those statements were audited by Smith
& Smith, CPAs, whose report has been furnished
to us, and our opinion, insofar as it relates to the
amounts included for BC Services, Inc., is based
solely on the report of Smith & Smith.

Bond’s consolidated financial statem ents for
th e y e a r ended J u ly 31, 1992, are to be
presented for com parative purposes. Pell
previously aud ited these sta te m e n ts and
appropriately rendered an unmodified report.

•

Bond has suffered recurring losses from oper
ations and has adequately disclosed these
losses and m anagem ent’s plans concerning
the losses in a note to the consolidated finan
cial statements. Although Bond has prepared
the financial statem en ts assum ing it will
continue as a going concern, M iller h as
substantial doubt about Bond’s ability to con
tinue as a going concern.

•

Smith & Smith, CPAs, audited the financial
statements of BC Services, Inc., a consolidat
ed subsidiary of Bond, for the year ended
Ju ly 31, 1993. The su b sid iary ’s financial
statem ents reflected to tal assets and rev
enues of 15% and 18%, respectively, of the
consolidated to ta ls. S m ith expressed an
unqualified opinion and furnished M iller
w ith a copy of the auditor’s report. Sm ith
also granted permission to present the report
together with the principal auditor’s report.
Miller decided not to present Smith’s report
with th a t of Pell, but instead to make refer
ence to Smith.

November 1993
Independent Auditor’s Report

N u m b er 3 (E stim a ted tim e — 15 to 25 m in u tes)

•

—

We conducted our audits in accordance with gen
erally accepted auditing standards. Those stan
dards require th a t we plan and perform the audit
to obtain reasonable assurance about whether the
financial statem ents are free of m aterial m is
statem ent. An audit includes assessing control
risk, the accounting principles used, and signifi
cant estimates made by management, as well as
evaluating the overall financial statem ent pre
sentation. We believe th a t our audits provide a
reasonable basis for our opinion.
In our opinion, based on our audits and the report
of Smith & Smith, CPAs, the consolidated finan
cial statements referred to above present fairly, in
all m aterial respects except for the m atter dis
cussed below, the financial position of Bond Co. as
of July 31, 1993, and 1992, and the results of its
operations for the years then ended.
The accompanying consolidated financial state
ments have been prepared with the disclosure in
Note 13 th at the company has suffered recurring
losses from operations. M anagem ent’s plans in
regard to those m atters are also discussed in
Note 13. The financial statements do not include
any adjustments th at might result from the out
come of this uncertainty.
Pell & Pell, CPAs
November 4, 1993
R eq u ired :
Identify th e deficiencies in th e a u d ito r’s
report as drafted by Miller. Group the deficiencies
by paragraph and in the order in which the defi
ciencies appear. Do n o t redraft the report.

42

Auditing
N u m b er 4 (E stim a ted tim e — 15 to 25 m in u tes)

H art, an assistant accountant with the firm of
B etter & Best, CPAs, is auditing the financial
statem ents of Tech Consolidated Industries, Inc.
The firm’s audit program calls for the preparation
of a written management representation letter.
R eq u ired :
a. 1. In an audit of financial statements, in
w hat circum stances is the auditor required to
obtain a management representation letter?
2. W hat are the purposes of obtaining the
letter?

b. 1. To whom should th e re p re se n ta tio n
letter be addressed and as of what date should it
be dated?
2. Who should sign the le tter and w hat
would be the effect of th eir refusal to sign the
letter?
c. In w hat respects may an auditor’s other
responsibilities be relieved by obtaining a m an
agement representation letter?

43

Examination Questions
N u m b er 5 (E stim a ted tim e — 15 to 25 m in u tes)

—

November 1993
Mead’s calculated sample size was 60 and the
sampling interval was determined to be $10,000.
However, only 58 different accounts were selected
because two accounts were so large th at the sam
pling interval caused each of them to be selected
twice. M ead proceeded to send confirm ation
requests to 55 of the 58 customers. Three selected
accounts each had insignificant recorded balances
u n d e r $20. M ead ig nored th e se th re e sm all
acco u n ts an d s u b s titu te d th e th re e la rg e s t
accounts th a t had not been selected in the sam
ple. Each of th e se accounts h ad b alan ces in
excess of $7,000, so M ead sen t confirm ation
requests to those customers.
The confirmation process revealed two differ
ences. One account with an audited am ount of
$3,000 had been recorded a t $4,000. Mead pro
jected this to be a $1,000 misstatement. Another
account with an audited am ount of $2,000 had
been recorded at $1,900. Mead did not count the
$100 difference because the purpose of the test
was to detect overstatements.
In e v a lu a tin g th e sam ple r e s u lts , M ead
determined th a t the accounts receivable balance
was not overstated because the projected m is
statem ent was less than the allowance for sam
pling risk.

M ead, CPA, was engaged to a u d it Jiffy Co.’s
fin a n c ia l s ta te m e n ts for th e y e a r en d ed
A ugust 31, 1993. M ead is applying sam pling
procedures.
Required:
Describe each incorrect assumption, state 
ment, and inappropriate application of sampling
in Mead’s procedures.
D uring the prior years’ audits Mead used
classical variables sampling in performing tests
of controls on Jiffy’s accounts receivable. For the
current year Mead decided to use probability-pro
portional-to-size (PPS) sampling (also known as
d o llar-u n it sam pling) in confirm ing accounts
receivable because PPS sam pling uses each
account in the population as a separate sampling
unit. Mead expected to discover many overstate
ments, but presumed th a t the PPS sample still
would be smaller than the corresponding size for
classical variables sampling.
Mead reasoned th a t the PPS sample would
a u to m a tic a lly r e s u lt in a s tra tifie d sam ple
because each account would have an equal chance
of being selected for confirmation. Additionally,
the selection of negative (credit) balances would
be facilitated without special considerations.
Mead computed the sample size using the
risk of incorrect acceptance, the total recorded
book amount of the receivables, and the number
of misstated accounts allowed. Mead divided the
total recorded book amount of the receivables by
the sample size to determine the sampling inter
val. Mead then calculated the standard deviation
of the dollar amounts of the accounts selected for
evaluation of the receivables.
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Uniform Certified Public Accountant Examination
E x a m in a t io n Q u e s t i o n b o o k l e t

Q-L

CANDIDATE NUMBER
Record your 7-digit candidate number in
the boxes.

B u s in e s s L aw
November 5, 1993; 8:30 A.M. to 12:00 NOON

The point values for each question, and estimated time allotments based primarily on point value, are as follows:
Estimated Minutes
Point
Value

No. 1
No. 2
No. 3
No. 4

Minimum

60

....... ........
................
................
.............

No. 5 ..........

10
10
10
10

Totals

100

.....

90
15
15
15

15
150

Maximum
110

25
25
25
25
210

INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE

1. Record your 7-digit candidate num ber in the
boxes provided at the upper right-hand corner of
this page.

4. Record your 7-digit candidate number, state, and
question num ber where indicated on pages 3
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination
is to test your knowledge and application of the
su b ject m a tte r, th e a b ility to organize and
present such knowledge in acceptable w ritten
language may be considered by the examiners.

2. Question numbers 1 and 2 should be answered on
the Objective Answer Sheet, which is pages 15
and 16 of your Examination Answer Booklet. You
should attem pt to answer all objective items.
There is no penalty for incorrect responses. Since
the objective items are computer-graded, your
comments and calculations associated with them
are not considered. Be certain th a t you have
entered your answers on the Objective Answer
Sheet before the examination time is up. The
objective portion of your examination will not be
graded if you fail to record your answers on the
Objective Answer Sheet. You will not be given
additional time to record your answers.

6. You are required to turn in by the end of each
session:
a. A tten d an ce Record Form , fro n t page of
Examination Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of
Examination Answer Booklet;
c. Remaining Portion of Examination Answer
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.

3. Question numbers 3, 4, and 5 should be answered
beginning on page 3 of the Examination Answer
Booklet. If you have not completed answering a
question on a page, fill in the appropriate spaces
in th e w ording on th e bottom of th e page
"QUESTION N U M B ER __ CONTINUES ON
P A G E __ If you have completed answering a
question, fill in the appropriate space in the
wording on the bottom of the page "QUESTION
NUM BER__ ENDS ON THIS PAGE." Always
begin the start of an answer to a question on the
top of a new page (which may be the back side of
a sheet of paper).

Your examination will not be graded unless the
above listed items are handed in before leaving

the examination room.
7. Unless otherwise instructed, if you w ant your
Exam ination Question Booklet mailed to you,
w rite your nam e and address in both places
indicated on the back cover and place 52 cents
postage in the space provided. Exam ination
Question Booklets will be distributed no sooner
than the day following the administration of this
examination.

Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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N um ber 1 (E stim ated tim e—90 to 110 m inutes)
Item s 3 th ro u g h 5 are based on the following:

In s tru c tio n s
Select the b e st answer for each of the following
items. Use a No. 2 pencil to blacken the appro
priate ovals on the Objective Answer Sheet to
indicate your answers. M ark only one a n sw e r
fo r e a c h item . A n sw e r a ll item s. Your grade
w ill be based on th e to ta l num ber of correct
answers.

While conducting an audit, Larson Associates,
CPAs, failed to detect m aterial m isstatem ents
included in its c lie n t’s fin an cial sta te m e n ts.
Larson’s unqualified opinion was included with
the financial statem ents in a registration state
ment and prospectus for a public offering of secu
rities made by the client. Larson knew th a t its
opinion and the financial statem ents would be
used for this purpose.

1. B eckler & A ssociates, CPAs, audited and
gave an unqualified opinion on th e financial
statem e n ts of Q ueen Co. The financial s ta te 
ments contained misstatements th at resulted in a
m aterial overstatem ent of Queen’s n et w orth.
Queen provided the audited financial statements
to Mac Bank in connection with a loan made by
Mac to Queen. Beckler knew th a t the financial
statem e n ts would be provided to Mac. Queen
defaulted on the loan. Mac sued Beckler to recover
for its losses associated w ith Q ueen’s default.
Which of the following must Mac prove in order
to recover?

3. Which of the following statements is correct
w ith reg ard to a su it ag ain st Larson and the
client by a p u rch aser of th e secu rities u n d er
Section 11 of the Securities Act of 1933?
A. The purchaser m ust prove th a t Larson
was negligent in conducting the audit.
B. The purchaser m ust prove th a t Larson
knew of the material misstatements.
C. Larson will n o t be liable if it had reason
able grounds to believe th e financial
statements were accurate.
D. Larson will be liable unless the purchaser
did n o t rely on the financial statements.

I. B eckler was negligent in conducting th e
audit.
II. Mac relied on the financial statements.
A.
B.
C.
D.

4. In a suit by a purchaser against Larson for
common law negligence, Larson’s best defense
would be th at the
A. Audit was conducted in accordance with
generally accepted auditing standards.
B. Client was aware of the misstatements.
C. Purchaser was n o t in privity of contract
with Larson.
D. Identity of the purchaser was n o t known
to Larson at the time of the audit.

I only.
II only.
Both I and II.
Neither I nor II.

2. W hich of th e follow ing s ta te m e n ts b e st
describes w hether a CPA has met the required
s ta n d a rd of care in conducting an a u d it of a
client’s financial statements?
A. The client’s expectations with regard to
the accuracy of audited financial state
ments.
B. The accuracy of the financial statements
and whether the statem ents conform to
generally accepted accounting principles.
C. W hether the CPA conducted the audit
with the same skill and care expected of
an ordinarily p ru d en t CPA u n d er the
circumstances.
D. W h eth er th e a u d it w as conducted to
investigate and discover all acts of fraud.

5. In a suit by a purchaser against Larson for
common law fraud, Larson’s best defense would
be th at
A. Larson did n o t have actual or construc
tive knowledge of the misstatements.
B. L arso n ’s clien t knew or should have
known of the misstatements.
C. Larson did n o t have actual knowledge
th at the purchaser was an intended ben
eficiary of the audit.
D. Larson was n o t in privity of contract
with its client.
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9. Clark, a professional tax re tu rn preparer,
p re p a re d and signed a c lie n t’s 1992 fe d e ral
income tax return th at resulted in a $600 refund.
Which one of the following statem ents is correct
with regard to an Internal Revenue Code penalty
Clark may be subject to for endorsing and cash
ing the client’s refund check?
A. C lark will be subject to the penalty if
Clark endorses and cashes the check.
B. Clark may endorse and cash the check,
w ithout penalty, if Clark is enrolled to
practice before th e In te rn a l R evenue
Service.
C. C lark m ay n o t endorse and cash th e
check, w ith o u t p en alty , b ecau se th e
check is for more than $500.
D. Clark may endorse and cash the check,
without penalty, if the amount does not
exceed Clark’s fee for preparation of the
retu rn .

6. Ja y and Co., CPAs, audited the financial
statements of Maco Corp. Jay intentionally gave
an unqualified opinion on the financial s ta te 
ments even though material misstatements were
discovered. The financial statem ents and Jay ’s
unqualified opinion were included in a registra
tion statem ent and prospectus for an original
public offering of Maco stock. Which of the follow
ing statements is correct regarding Jay’s liability
to a purchaser of the offering under Section 10(b)
and Rule 10b-5 of the Securities Exchange Act of
1934?
A. Jay will be liable if the purchaser relied
on J a y ’s u n q u a lifie d opinion on th e
financial statements.
B. Jay will be liable if Jay was negligent in
conducting the audit.
C. Jay will n o t be liable if the purchaser’s
loss was under $500.
D. Jay will n o t be liable if the m isstate
m ent re su lte d from an om ission of a
material fact by Jay.

10. A CPA’s working papers
A. Need n ot be disclosed under a federal
court subpoena.
B. Must be disclosed under an IRS adminis
trative subpoena.
C. Must be disclosed to another accountant
purchasing the CPA’s practice even if the
client hasn’t given permission.
D. Need n o t be disclosed to a state CPA
society quality review team.

7. Which of the following is the best defense a
CPA firm can assert in defense to a suit for com
mon law fraud based on their unqualified opinion
on materially false financial statements?
A. Lack of privity.
B. Lack of scienter.
C. Contributory negligence on the p a rt of
the client.
D. A disclaim er contained in the engage
ment letter.

11. Noll gives Carr a written power of attorney.
W hich of th e following sta te m e n ts is correct
regarding this power of attorney?
A. It must be signed by both Noll and Carr.
B. It must be for a definite period of time.
C. It may continue in existence after Noll’s
death.
D. It may limit C arr’s authority to specific
transactions.

8. Ivor and Associates, CPAs, audited the finan
cial statements of Jaymo Corporation. As a result
of Ivor’s negligence in conducting the audit, the
financial statem ents included material misstate
ments. Ivor was unaware of this fact. The finan
cial statem ents and Ivor’s unqualified opinion
were included in a registration statem ent and
prospectus for an original public offering of stock
by Jaymo. Thorp purchased shares in the offer
ing. Thorp received a copy of the prospectus prior
to the purchase but did not read it. The shares
declined in value as a result of the misstatements
in Jaymo’s financial statements becoming known.
Under which of the following Acts is Thorp most
likely to prevail in a lawsuit against Ivor?
Securities Act of
1933, Section 11
A.
B.
C.
D.

Yes
No
No

12. The apparent authority of a partner to bind
the partnership in dealing with third parties
A. Will be effectively lim ited by a formal
resolution of the partners of which third
parties are aware.
B. Will be effectively lim ited by a formal
resolution of the partners of which third
parties are unaware.
C. Would p e rm it a p a rtn e r to su b m it a
claim against the partnership to arbitra
tion.
D. Must be derived from the express powers
and purposes contained in the p artn er
ship agreement.

Securities Exchange
Act o f 1934, Section
10(b), Rule 10b-5
Yes
No
Yes
No
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18. Unless the partnership agreement prohibits
it, a partner in a general partnership may validly
assign rights to

13. Generally, a disclosed principal will be liable
to third parties for its agent’s unauthorized mis
representations if the agent is an
A.
B.
C.
D.

Employee
Yes
Yes
No
No

Independent Contractor
Yes
No
Yes
No

A.
B.
C.
D.

14. Which of the following rig h ts will a th ird
party he entitled to after validly contracting with
an agent representing an undisclosed principal?
A. Disclosure of the principal by the agent.
B. Ratification of the contract by the principal.
C. Performance of the contract by the agent.
D. Election to void the contract after disclo
sure of the principal.

I. Provision for the issuance of voting stock.
II. Name of the corporation.
A.
B.
C.
D.

21. Egan, a minor, contracted with Baker to pur
chase B a k e r’s u sed co m puter for $400. The
computer was purchased for Egan’s personal use.
The agreem ent provided th a t Egan would pay
$200 down on delivery and $200 thirty days later.
Egan took delivery and paid the $200 down pay
ment. Twenty days later, the computer was dam
aged seriously as a result of Egan’s negligence.
Five days after the damage occurred and one day
after Egan reached the age of majority, Egan
attem pted to disaffirm the contract with Baker.
Egan will
A. Be able to disaffirm despite the fact th at
Egan was n o t a minor at the time of dis
affirmance.
B. Be able to disaffirm only if Egan does so
in writing.
C. Not be able to disaffirm because Egan
had failed to pay the balance of the pur
chase price.
D. Not be able to disaffirm because the com
puter was damaged as a result of Egan’s
negligence.

I. Co-ownership of all property used in a busi
ness.
II. Co-ownership of a business for profit.
I only.
II only.
Both I and II.
Neither I nor II.

17. Which of the following securities are corpo
rate debt securities?

A.
B.
C.
D.

Debenture
bonds
Yes

No
Yes
Yes

I only.
II only.
Both I and II.
Neither I nor II.

20. The corporate veil is most likely to be pierced
and the shareholders held personally liable if
A. The corporation has elected S corporation
status under the Internal Revenue Code.
B. The shareholders have commingled their
personal funds with those of the corpora
tion.
C. An ultra vires act has been committed.
D. A partnership incorporates its business
solely to limit the liability of its partners.

16. Which of the following requirements must be
met to have a valid partnership exist?

Convertible
bonds
Yes
Yes
Yes
No

Partnership
distributions
Yes
No
Yes
No

19. Which of the following provisions must a forp ro fit-c o rp o ra tio n in clu d e in its A rtic le s of
Incorporation to obtain a corporate charter?

15. N orth, Inc. h ired S u tte r as a purchasin g
agent. North gave Sutter written authorization to
purchase, w ithout lim it, electronic appliances.
Later, Sutter was told not to purchase more than
300 of each appliance. Sutter contracted with Orr
Corp. to purchase 500 tape recorders. O rr had
been shown Sutter's written authorization. Which
of the following statements is correct?
A. S u tte r w ill be liab le to O rr because
Sutter's actual authority was exceeded.
B. S u tter will n o t be liable to reim burse
North if North is liable to Orr.
C. N orth will be liable to O rr because of
Sutter's actual and apparent authority.
D. North will n o t be liable to Orr because
Sutter's actual authority was exceeded.

A.
B.
C.
D.

Partnership
property
Yes
Yes
No
No

Warrants
Yes
Yes
No
Yes
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26. Ames Construction Co. contracted to build a
warehouse for White Corp. The construction spec
ifications req u ired Ames to use Ace lig h tin g
fixtures. Inadvertently, Ames installed Perfection
lighting fixtures which are of slightly lesser qual
ity th an Ace fixtures, but in all other respects
meet White’s needs. Which of the following state
ments is correct?
A. White's recovery will be limited to mone
tary damages because Ames’ breach of the
construction contract was n o t material.
B. W hite will n o t be able to recover any
damages from Ames because the breach
was inadvertent.
C. Ames did n o t breach the construction
contract because the Perfection fixtures
were substantially as good as the Ace
fixtures.
D. Ames m ust install Ace fixtures or White
will n o t be obligated to accept the ware
house.

22. Teller brought a law suit against K err ten
years after an oral contract was made and eight
y ears a fte r it was breached. K err ra ised the
statute of limitations as a defense. Which of the
following allegations would be most important to
Kerr’s defense?
A. The contract was oral.
B. The contract could n o t be perform ed
within one year from the date made.
C. The a c tio n w as n o t tim e ly b ro u g h t
because the contract was entered into
ten years prior to the commencement of
the lawsuit.
D. T he actio n w as n o t tim e ly b ro u g h t
b ecau se th e c o n tra c t w as alleg ed ly
breached eight years prior to the com
mencement of the lawsuit.
23. lb prevail in a common law action for fraud
in the inducement, a plaintiff must prove th at the
A. Defendant was an expert with regard to
the misrepresentations.
B. Defendant made the misrepresentations
with knowledge of their falsity and with
an intention to deceive.
C. Misrepresentations were in writing.
D. Plaintiff was in a fiduciary relationship
with the defendant.

27. The filing of an involuntary bankruptcy peti
tion under the Federal Bankruptcy Code
A. Terminates liens on exempt property.
B. Terminates all security interests in prop
erty in the bankruptcy estate.
C. Stops th e debtor from in c u rrin g new
debts.
D. Stops the enforcement of judgment liens
a g a in s t p ro p e rty in th e b a n k ru p tc y
estate.

24. W hich of the following offers of proof are
inadmissible under the parol evidence rule when
a w ritten contract is intended as the complete
agreement of the parties?
I. Proof of the existence of a subsequent oral
modification of the contract.
II. Proof of the existence of a prior oral agree
ment th at contradicts the written contract.
A.
B.
C.
D.

28. Which of the following requirements must be
met for creditors to file an involuntary bankrupt
cy p e titio n u n d e r C h a p te r 7 of th e F e d e ra l
Bankruptcy Code?
A. The debtor must owe one creditor more
than $5,000.
B. The debtor has n o t been paying its bona
fide debts as they become due.
C. There must n o t be more than 12 creditors.
D. At least one fully secured creditor must
join in the petition.

I only.
II only.
Both I and II.
Neither I nor II.

25. Nash, Owen, and Polk are co-sureties with
m axim um liab ilities of $40,000, $60,000 and
$80,000, respectively. The amount of the loan on
which they have agreed to act as co-sureties is
$180,000. The debtor defaulted a t a time when
the loan balance was $180,000. Nash paid the
lender $36,000 in full settlem ent of all claims
against Nash, Owen, and Polk. The total amount
th at Nash may recover from Owen and Polk is
A. $0
B. $ 24,000
C. $ 28,000
D. $140,000

29. W hich of the following conditions, if any,
must a debtor meet to file a voluntary bankruptcy
petition under C hapter 7 of the Federal B ank
ruptcy Code?
A.
B.
C.
D.
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Insolvency
Yes
Yes
No
No

Three or more creditors
Yes
No
Yes
No

Examination Questions
30. Which of the following transfers by a debtor,
within ninety days of filing for bankruptcy, could
be set aside as a preferential payment?
A. Making a gift to charity.
B. Paying a business utility bill.
C. Borrowing money from a bank secured
by giving a mortgage on business property.
D. Prepaying an installment loan on inven
tory.

November 1993
35. A fter serving as an active director of Lee
Corp. for 20 years, Ryan was appointed an hon
orary director with the obligation to attend direc
to rs’ m eetings w ith no voting power. In 1992,
R yan received an h o n o ra ry d ire c to r’s fee of
$5,000. This fee is
A. Reportable by Lee as employee compen
sation subject to social security tax.
B. Reportable by Ryan as self-employment
income subject to social security selfemployment tax.
C. Taxable as “Other income” by Ryan, not
subject to any social security tax.
D. Considered to be a gift n ot subject to
social s e c u rity self-em p lo y m en t or
income tax.

31. Which of the following acts by a debtor could
result in a bankruptcy court revoking the debtor’s
discharge?
I. Failure to list one creditor.
II. Failure to answer correctly m aterial ques
tions on the bankruptcy petition.
A.
B.
C.
D.

—

I only.
II only.
Both I and II.
Neither I nor II.

36. Wh ich one of the following statem ents con
cerning workers’ compensation laws is generally
correct?
A. Em ployers are stric tly liable w ithout
regard to w hether or n o t they are a t
fault.
B. Workers’ compensation benefits are not
available if the employee is negligent.
C. Workers’ compensation awards are not
reviewable by the courts.
D. The am ount of damages recoverable is
based on comparative negligence.

32. Robin Corp. incurred substantial operating
losses for the past three years. Unable to meet its
current obligations, Robin filed a petition for reor
g a n iza tio n u n d e r C h ap ter 11 of th e F ed eral
Bankruptcy Code. Which of the following state
ments is correct?
A. The creditors' committee m ust select a
trustee to manage Robin's affairs.
B. The reorganization plan may only be
filed by Robin.
C. A creditors' committee, if appointed, will
consist of unsecured creditors.
D. Robin may continue in business only
with the approval of a trustee.

37. One of the elem ents necessary to recover
damages if there has been a m aterial m isstate
ment in a registration statem ent filed under the
Securities Act of 1933 is th a t the
A. Issuer and p lain tiff were in privity of
contract with each other.
B. Issuer failed to exercise due care in con
nection with the sale of the securities.
C. Plaintiff gave value for the security.
D. Plaintiff suffered a loss.

33. A reorganization under C hapter 11 of the
F ed eral B ankruptcy Code req u ires all of th e
following ex cep t the
A. Liquidation of the debtor.
B. The filing of a reorganization plan.
C. Confirmation of the reorganization plan
by the court.
D. Opportunity for each class of claims to
accept the reorganization plan.

38. Lux Lim ited P a rtn e rsh ip in ten d s to offer
$300,000 of its lim ited p a rtn e rsh ip in te re sts
under Rule 504 of Regulation D of the Securities
Act of 1933. Which of the following statements is
correct?
A. The resale of th e lim ited p a rtn e rsh ip
interests by a purchaser generally will
be restricted.
B. The limited partnership interests may be
sold only to accredited investors.
C. The exemption un d er Rule 504 is n o t
available to an issuer of limited partner
ship interests.
D. The lim ited partn ersh ip in terests may
not be sold to more th an 35 investors.

34. Wh ich of the following statements is correct
with respect to the reorganization provisions of
Chapter 11 of the Federal Bankruptcy Code?
A. A trustee must always be appointed.
B. The debtor must be insolvent if the bank
ruptcy petition was filed voluntarily.
C. A reorganization plan may be filed by a
creditor anytime after the petition date.
D. The commencement of a bankruptcy case
may be voluntary or involuntary.
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39. Which of the following types of claims would
be paid first in the distribution of a bankruptcy
e s ta te u n d e r th e liq u id a tio n p ro v isio n s of
Chapter 7 of the Federal Bankruptcy Code if the
petition was filed July 15, 1993?
A. A secured debt properly perfected on
March 20, 1993.
B. In v e n to ry p u rc h a se d an d d e liv e red
August 1, 1993.
C. Employee wages due April 30, 1993.
D. Federal tax lien filed June 30, 1993.

Item s 43 a n d 44 are based on the following:
Pix, Corp. is making a $6,000,000 stock offering.
Pix wants the offering exempt from registration
under the Securities Act of 1933.
43. Which of the following provisions of the Act
would Pix have to comply with for the offering to
be exempt?
A. Regulation A.
B. Regulation D, Rule 504.
C. Regulation D, Rule 505.
D. Regulation D, Rule 506.

40. An offering made under the provisions of
R e g u la tio n A of th e S e c u ritie s Act of 1933
requires th at the issuer
A. File an offering circular with the SEC.
B. Sell only to accredited investors.
C. Provide investors w ith the prior four
years’ audited financial statements.
D. Provide investors with a proxy registra
tion statement.

44. Which of the following requirem ents would
Pix have to comply with when selling the securi
ties?
A. No more than 35 investors.
B. No more than 35 nonaccredited investors.
C. Accredited investors only.
D. Nonaccredited investors only.

41. Adler, Inc. is a reporting company under the
Securities Exchange Act of 1934. The only security
it has issued is voting common stock. Which of
the following statements is correct?
A. Because Adler is a reporting company, it
is n o t req u ired to file a re g is tra tio n
statem ent under the Securities Act of
1933 for any future offerings of its com
mon stock.
B. Adler need n o t file its proxy statements
w ith the SEC because it has only one
class of stock outstanding.
C. Any person who owns more than 10% of
Adler’s common stock must file a report
with the SEC.
D. It is unnecessary for the required annual
report (Form 10K) to include audited
financial statements.

45. Frey, Inc. intends to make a $2,000,000 com
mon stock offering under Rule 505 of Regulation
D of the Securities Act of 1933. Frey
A. May sell the stock to an unlimited num
ber of investors.
B. May make the offering through a general
advertising.
C. Must notify the SEC within 15 days after
the first sale of the offering.
D. M u st p rovide all in v e sto rs w ith a
prospectus.
46. Field Corp. issued a negotiable warehouse
receipt to Hall for goods stored in Field’s ware
house. Hall’s goods were lost due to Field’s failure
to exercise such care as a reasonably careful per
son would under like circumstances. The state in
which this transaction occurred follows the UCC
rule with respect to a warehouseman’s liability
for lost goods. The warehouse receipt is silent on
this point. Under the circumstances, Field is
A. Liable because it is strictly liable for any
loss.
B. Liable because it was negligent.
C. Not liable because the warehouse receipt
was negotiable.
D. Not liable unless Hall can establish th at
Field was grossly negligent.

42. W hich of the following persons is n o t an
insider of a corporation subject to the Securities
Exchange Act of 1934 registration and reporting
requirements?
A. An attorney for the corporation.
B. An owner of 5% of the corporation’s out
standing debentures.
C. A member of the board of directors.
D. A stockholder who owns 10% of the out
standing common stock.
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47. Which of the following statements is correct
concerning a bill of lading in the possession of
Major Corp. that was issued by a common carrier
and provides th a t the goods are to be delivered
“to bearer”?
A. The carrier’s lien for any unpaid ship
ping charges does not entitle it to sell
the goods to enforce the lien.
B. The carrier will not be liable for deliver
ing th e goods to a person other th a n
Major.
C. The carrier may require Major to endorse
the bill of lading prior to delivering the
goods.
D. The bill of lading can be negotiated by
M ajor by delivery alone and w ithout
endorsement.

—
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Item s 51 a n d 52 are based on the following:
On May 2, Handy Hardware sent Ram Industries
a signed purchase order th a t stated, in part, as
follows:
“Ship for May 8 delivery 300 Model A-X
socket sets a t c u rre n t d e ale r price.
Terms 2/10/net 30.”
Ram received Handy’s purchase order on May 4.
On May 5, Ram discovered th a t it had only 200
Model A-X socket sets and 100 Model W-Z socket
sets in stock. Ram shipped the Model A-X and
Model W-Z sets to Handy without any explana
tion concerning the shipm ent. The socket sets
were received by Handy on May 8.

48. A person who loses a stock certificate is
entitled to a new certificate to replace the lost
one, provided certain requirements are satisfied.
Which of the following is not such a requirement?
A. The request for a new certificate is made
before the issuer has notice th at the lost
certificate has been acquired by a bona
fide purchaser.
B. The owner files a sufficient indem nity
bond with the issuer.
C. The ow ner s a tis fie s any re a so n a b le
requirements of the issuer.
D. The fair m arket value of the security is
placed in escrow with the issuer for six
months.

51. Which of the following statements concerning
the shipment is correct?
A. R am ’s sh ip m e n t is an accep tan ce of
Handy’s offer.
B. Ram’s shipment is a counteroffer.
C. Handy’s order must be accepted by Ram
in w riting before Ram ships the socket
sets.
D. Handy’s order can only be accepted by
Ram shipping conforming goods.
52. Assuming a contract exists between Handy
and Ram, which of the following implied w ar
ranties would result?
I. Implied warranty of merchantability.
II. Implied w arranty of fitness for a particular
purpose.
III. Implied w arranty of title.

49. Which of the following statements applies to
a sale on approval under the UCC Sales Article?
A. Both the buyer and seller must be mer
chants.
B. The buyer m ust be purchasing the goods
for resale.
C. Risk of loss for the goods passes to the
buyer when the goods are accepted after
the trial period.
D. Title to the goods passes to the buyer on
delivery of the goods to the buyer.

A.
B.
C.
D.

I only.
III only.
I and III only.
I, II and III.

53. In w hat order are the following obligations
paid after a secured creditor rightfully sells the
debtor's collateral after repossession?

50. Which of the following statements would not
apply to a written contract governed by the provi
sions of the UCC Sales Article?
A. The contract may involve the sale of per
sonal property.
B. The obligations of a nonmerchant may be
different from those of a merchant.
C. The obligations of the parties m ust be
performed in good faith.
D. The contract m ust involve the sale of
goods for a price of $500 or more.

I. Debt owed to any junior security holder.
II. Secured party’s reasonable sale expenses.
III. Debt owed to the secured party.
A.
B.
C.
D.
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I, II, III.
II, I, III.
II, III, I.
III, II, I.
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54. To establish a cause of action based on strict
liability in to rt for personal injuries resulting
from u s in g a d efectiv e p ro d u c t, one of th e
elements the plaintiff must prove is th at the sell
er (defendant)
A. Failed to exercise due care.
B. Was in privity of contract with the plaintiff
C. Defectively designed the product.
D. Was engaged in the business of selling
the product.

58. Winslow Co., which is in the business of sell
ing furniture, borrowed $60,000 from Pine Bank.
Winslow executed a prom issory note for th a t
amount and used all of its accounts receivable as
collateral for the loan. Winslow executed a security
agreement th at described the collateral. Winslow
did not file a financing statement. Which of the
following statements best describes this transac
tion?
A. P e rfe c tio n of th e s e c u rity in te r e s t
occurred even though Winslow did n o t
file a financing statement.
B. P e rfe c tio n of th e s e c u rity in te r e s t
occurred by Pine having an interest in
accounts receivable.
C. A ttachm ent of the security interest did
n o t occur because Winslow failed to file
a financing statement.
D. A tta c h m e n t of th e s e c u rity in te r e s t
occurred when the loan was made and
Winslow executed th e security agree
ment.

55. Bond purchased a painting from Wool, who is
not in the business of selling art. Wool tendered
delivery of the painting after receiving payment
in full from Bond. Bond informed Wool th at Bond
would be unable to take possession of the paint
ing until later th a t day. Thieves stole the painting
before Bond returned. The risk of loss
A. Passed to Bond at Wool’s tender of delivery.
B. Passed to Bond at the time the contract
was formed and payment was made.
C. Remained with Wool, because the parties
agreed on a later time of delivery.
D. Remained with Wool, because Bond had
not yet received the painting.

59. Grey Corp. sells com puters to the public.
Grey sold and delivered a computer to West on
credit. West executed and delivered to Grey a
prom issory note for the purchase price and a
security agreement covering the computer. West
purchased the computer for personal use. Grey
did not file a financing statement. Is Grey’s secu
rity interest perfected?
A. Yes, because Grey retained ownership of
the computer.
B. Yes, because it was perfected at the time
of attachment.
C. No, because th e com puter was a con
sumer good.
D. No, because Grey failed to file a financing
statement.

56. Smith contracted in writing to sell Peters a
used personal computer for $600. The contract
did not specifically address the time for payment,
place of delivery, or Peters’ right to inspect the
computer. Which of the following statem ents is
correct?
A. Smith is obligated to deliver the computer
to Peters’ home.
B. Peters is entitled to inspect the computer
before paying for it.
C. P eters may n o t pay for the com puter
u sin g a personal check u n less Sm ith
agrees.
D. Smith is not entitled to paym ent until
30 days after Peters receives the computer.
57. Cara Fabricating Co. and Taso Corp. agreed
orally th a t Taso would custom m anufacture a
compressor for Cara at a price of $120,000. After
Taso completed the work a t a cost of $90,000,
Cara notified Taso th a t the compressor was no
longer needed. Taso is holding the compressor
and has requested payment from Cara. Taso has
been unable to resell the com pressor fOr any
price. Taso incurred storage fees of $2,000. If
Cara refuses to pay Taso and Taso sues Cara, the
most Taso will be entitled to recover is
A. $ 92,000
B. $105,000
C. $120,000
D. $122,000

60. N oninventory goods w ere p u rchased and
delivered on Ju n e 15, 1993. Several security
interests exist in these goods. Which of the follow
ing security interests has priority over the others?
A. Security interest in future goods attached
June 10, 1993.
B. Security interest attached June 15, 1993.
C. S ecu rity in te re s t p erfected J u n e 20,
1993.
D. Purchase money security interest perfected
June 24, 1993.
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Number 2 (Estimated tim e — 15 to 25 m inutes)
Q uestion Number 2 consists of 12 items. Select the best answer for each item. Use a No. 2 pencil to
blacken the appropriate ovals on the Objective Answer Sheet to indicate your answers. A nsw er all
item s. Your grade will be based on the total number of correct answers.
On June 1, 1990, Anderson bought a one family house from Beach for $240,000. At the time of the pur
chase, the house had a m arket value of $200,000 and the land was valued at $40,000. Anderson assumed
the recorded $150,000 mortgage Beach owed Long Bank, gave a $70,000 mortgage to Rogers Loan Co.,
and paid $20,000 cash. Rogers did not record its mortgage. Rogers did not know about the Long
Mortgage.
Beach gave Anderson a quitclaim deed th a t failed to mention a recorded easement on the property held
by Dalton, the owner of the adjacent piece of property. Anderson purchased a title insurance policy from
Edge Title Insurance Co. Edge’s policy neither disclosed nor excepted Dalton’s easement.
On August 1, 1992, Anderson borrowed $30,000 from Forrest Finance to have a swimming pool dug.
Anderson gave Forrest a $30,000 mortgage on the property. Forrest, knowing about the Long mortgage
but not the Rogers mortgage, recorded its mortgage on August 10, 1992. After the digging began, Dalton
sued to stop the work claiming violation of the easement. The court decided in Dalton’s favor.
At the time of the purchase, Anderson had taken out two fire insurance policies; a $120,000 face value
policy with Harvest Fire Insurance Co., and a $60,000 face value policy with G rant Fire Insurance Corp.
Both policies contained a standard 80% coinsurance clause.
On December 1, 1992, a fire caused $180,000 damage to the house. At th at time, the house had a m ar
ket value of $250,000. H arvest and G rant refused to honor the policies claiming th a t the house was
under insured.
Anderson made no mortgage payments after the fire and on June 1, 1993, after the house had been
rebuilt, the mortgages were foreclosed. The balances due for principal and accrued interest were as
follows: Long, $140,000; Rogers, $65,000; and Forrest, $28,000. At a foreclosure sale, the house and land
were sold. After payment of all expenses, $200,000 of the proceeds remained for distribution. As a result
of the above events, the following actions took place:
•

Anderson sued Harvest and Grant for the face values of the fire insurance policies.

•

Anderson sued Beach for failing to mention Dalton’s easement in the quitclaim deed.

•

Anderson sued Edge for failing to disclose Dalton’s easement.

•

Long, Rogers, and Forrest all demanded full payment of their mortgages from the proceeds of the
foreclosure sale.

The preceding took place in a “Notice-Race” jurisdiction.
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R eq u ired :
a.
Item s 61 th ro u g h 63 relate to Anderson’s suit against Harvest and Grant. For each item, select
from List I the dollar amount Anderson will receive and blacken the corresponding oval on the Objective
Answer Sheet.
List I
$
0
A.
61. W hat will be the dollar amount of Anderson’s total fire
$ 20,000
B.
insurance recovery?
$ 48,000
C.
62. W hat dollar amount will be payable by Harvest?
$ 54,000
D.
63. W hat dollar amount will be payable by Grant?
$ 60,000
E.
$ 80,000
F.
$ 96,000
G.
$108,000
H.
$120,000
I.
$144,000
J.
$162,000
K.
$180,000
L.

b.
Item s 64 th ro u g h 66 relate to Anderson’s suit against Beach. For each item, determine whether
that statem ent is True or False. On the Objective Answer Sheet, blacken T if the statem ent is True or
F if the statem ent is False.
64. Anderson will win the suit against Beach.
65. A quitclaim deed conveys only the grantor’s interest in the property.
66. A w arranty deed protects the purchaser against any adverse title claim against the property.

c.
Item s 67 th ro u g h 69 relate to Anderson’s suit against Edge. For each item, determine whether
the statem ent is True or False. On the Objective Answer Sheet, blacken T if the statem ent is True or
F if the statem ent is False.
67. Anderson will win the suit against Edge.
68. Edge’s policy should insure against all title defects of record.
69. Edge’s failure to disclose Dalton’s easement voids Anderson’s contract with Beach.

d.
Item s 70 th ro u g h 72 relate to the demands Long, Rogers, and Forrest have made to have their
mortgages satisfied out of the foreclosure proceeds. For each item, select from List II the dollar amount to
be paid and blacken the corresponding oval on the Objective Answer Sheet.

70. W hat dollar amount of the foreclosure proceeds will
Long receive?
71. W hat dollar amount of the foreclosure proceeds will
Rogers receive?
72. W hat dollar amount of the foreclosure proceeds will
Forrest receive?
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A.
B.
C.
D.
E.
F.
G.

List II
$
0
$ 28,000
$ 32,000
$ 65,000
$107,000
$135,000
$140,000

Examination Questions
Number 3 (Estimated time — 15 to 25 minutes)

To have the court allow distribution of the
re sid u ary e sta te in ste ad of th e re sid u ary
being transferred to the trust.

•

To have the spendthrift tru st terminated.

•

To remove Young and Zack as tru ste es for
making the $5,000 principal payments.

•

To remove Young and Zack as tru stees for
allow ing Zack to borrow m oney from th e
trust.

•

To remove Young and Zack as tru ste es for
m aking the $15,000 principal paym ent to
Archer.

November 1993
Required:
Determine w hether Archer, Book, and Cable
will be successful in the law suits and give the
reasons for your conclusions.

In 1990, Park, after consulting a CPA and an
attorney, decided to have an inter vivos tru st and
will prepared. Park wanted to provide for the wel
fare of three close relatives: Archer, Book, and
Cable, during P a rk ’s lifetime and after P a rk ’s
death.
The tru st was funded by cash and real estate
transfers. The tru st contained spendthrift provi
sions directing the trustees to pay the income to
only the tru s t beneficiaries, Archer, Book, and
Cable. P ark also provided for $10,000 “sp rin 
kling” provisions allowing for the annual distrib
ution of up to $10,000 of principal to each benefi
ciary at the trustees discretion.
Park’s will provided for a “pour-over” transfer of
any residuary estate to the trust.
Young, a CPA, and Zack, a stockbroker, were
named trustees of the trust and executors of the
will. Young and Zack were directed to perform
th e ir d u ties as “p ru d e n t b usiness people” in
investing and protecting the assets of the tru st
and estate.
During 1991, Young and Zack properly allocated
income and principal and paid the tru st income to
P a rk ’s re la tiv e s as directed. They also m ade
$5,000 principal payments to two of the beneficia
ries for a medical emergency and to pay college
tuition.
D u rin g 1992, Zack, w ith Young’s consen t,
borrowed $10,000 from the trust. Zack agreed to
repay the loan at a higher interest rate than the
tr u s t n orm ally received on its in v e stm en ts.
Archer, one of the tru st beneficiaries, asked for
and received a $15,000 principal payment. The
money was used to enable Archer to invest in a
joint venture with Zack.
In Jan u ary 1993, P ark died and the will was
probated. After payment of all taxes, debts, and
bequests, the residuary estate was transferred to
the trust. Archer, Book, and Cable sued:
•

—
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•

Number 4 (Estimated time — 15 to 25 minutes)
Victor Corp. engaged Bell & Co., CPAs, to audit
Victor’s financial statem ents for the year ended
December 31, 1992. Victor is in the business of
buying, selling, and servicing new and used con
struction equipm ent. While reviewing Victor’s
1992 records, Bell became aware of the following
disputed transactions:
•

•

On November 3, Victor received by m ail a
signed offer from GYX Erectors, Inc. The offer
provided th a t Victor would service certain
specified equipment owned by GYX for a twoyear period for a total price of $81,000. The
offer also provided as follows:
“We need to know soon whether you can
agree to the term s of this proposal. You
m ust accept by November 15, or we will
assume you can’t meet our terms.”

On September 8, Victor sent Ambel Contrac
tors, Inc. a signed purchase order for several
p ieces of u sed c o n stru c tio n e q u ip m e n t.
Victor’s purchase order described twelve dif
ferent pieces of equipment and indicated the
price Victor was willing to pay for each item.
As a result of a mathematical error in adding
up the total of the various prices, the p u r
chase price offered by Victor was $191,000
rather than the correct amount of $119,000.
Ambel, on receipt of the purchase order, was
surprised by Victor’s high price and immedi
ately sent Victor a written acceptance. Ambel
was aware th a t the fair m arket value of the
equipm ent was approxim ately $105,000 to
$125,000. Victor discovered the m istake in
the purchase order and refused to purchase
the equipm ent from Ambel. Ambel claim s
that Victor is obligated to purchase the equip
ment at a price of $191,000, as set forth in the
purchase order.

On November 12, Victor mailed GYX a signed
acceptance of GYX’s offer. The acceptance was
not received by GYX until November 17, and
by th en GYX had contracted w ith another
p arty to provide service for its equipm ent.
Victor has tak en th e position th a t GYX is
obligated to honor its November 3 offer. GYX
claims th a t no contract was formed because
V ictor’s November 12 acceptance w as not
received timely by GYX.
•

On October 8, a Victor salesperson orally con
tracted to service a piece of equipment owned
by Clark Masons, Inc. The contract provided
th a t for a period of 36 months, commencing
November 1992, Victor would provide routine
service for the equipment a t a fixed price of
$15,000, payable in three annual installments
of $5,000 each. On October 29, Clark's presi
dent contacted Victor and stated th a t Clark
did not intend to honor the service agreement
b ecau se th e re w as no w ritte n c o n tra c t
between Victor and Clark.

On December 19, Victor contracted in writing
with Wells Landscaping Corp. The contract
required Victor to deliver certain specified
new equipment to Wells by December 31. On
December 23, Victor determined th a t it would
not be able to deliver the equipment to Wells
by D ecem ber 31 because of an in v en to ry
shortage. Therefore, Victor made a w ritten
a ss ig n m e n t of th e c o n tra c t to M a s te r
Equipment, Inc. When M aster attem pted to
deliver the equipment on December 31, Wells
refused to accept it, claiming th at Victor could
not properly delegate its duties u n d er the
December 19 contract to another party with
out the consent of Wells. The contract is silent
with regard to this issue.

Required:
S ta te w hether th e claim s of Ambel, C lark,
GYX, and Wells are correct and give the reasons
for your conclusions.
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N um ber 5 (Estim ated tim e — 15 to 25 m inutes)

Williams purchased the following promissory
note from Jason Computers, Inc.:
January 3, 1992
For value received, Helco Distributors Corp.
promises to pay $3,000 to the order of Jason
Computers, Inc. w ith such paym ent to be
made out of the proceeds of the resale of the
computer components purchased this day
from Jason Computers, Inc. and to be used
as part of the customized computer systems
sold to our custom ers. P aym ent shall be
made two weeks after such proceeds become
available.

Pay to the order of Oliver
________________ F. Sm ith________________
F. Smith, President of Abco Products Corp.
Pay to the order of Williams Co. without recourse

J. Helco
J. Helco, President

________________N. Oliver________________
N. Oliver, President of Oliver International, Inc.

Helco executed and delivered th e note to
Jason in paym ent for the computer compo
nents referred to in the note. Jason represent
ed to Helco th at all the components were new
when, in fact, a large number of them were
used and had been reconditioned. Williams
w as u n a w a re of th is fa c t a t th e tim e it
acquired th e note from Jaso n for $2,000.
Jaso n endorsed and delivered the note to
Williams in exchange for the $2,000 payment.
W illiams presented the promissory note to
Helco for paym ent. Helco refused to pay,
alleging that Jason misrepresented the condi
tion of the components. Helco also advised
W illiam s th a t th e com ponents h a d been
retu rn ed to Jason w ithin a few days after
Helco had taken delivery.
W illiam s commenced an action a g ain st
Helco, claiming that;
•

the note is negotiable;

•

Williams is a holder in due course; and

•

Helco cannot raise Jason’s misrepresenta
tion as a defense to payment of the note.

November 1993
Williams Co. purchased a negotiable promis
sory note from Oliver International, Inc. th at
O liver h ad received from Abco P ro d u cts
Corp., as partial payment on the sale of goods
by Oliver to Abco. The maker of the note was
Grover Corp., which had executed and deliv
ered the note to Abco as payment for services
rendered by Abco. When Oliver received the
note from Abco, Oliver was unaw are of the
fact th at Grover disputed its obligation under
the note because Grover was dissatisfied with
the quality of the services Abco rendered.
Williams was aware of Grover’s claims at the
tim e W illiam s p u rc h a se d th e n o te from
O liver. The re v e rse side of th e note w as
endorsed as follows;

Williams Co. provides financial consulting ser
vices to the business community. On occasion,
Williams will purchase promissory notes from its
clients. The following tra n sac tio n s involving
prom issory notes purchased by W illiams have
resulted in disputes;
•

—

W hen th e p ro m isso ry n o te becam e due
Williams demanded th at Grover pay the note.
Grover refused, claiming th a t Abco breached
its contractual obligations to Grover and th at
Williams was aware of this fact at the time
Williams acquired the note. Williams immedi
a te ly a d v ise d b o th Abco an d O liv er of
Grover’s refusal to pay and demanded pay
ment from Oliver in the event Grover fails to
pay the note.
R eq u ired :
Answer the following questions and give the
reasons for your conclusions.
a. Are Williams’ claims correct regarding the
Helco promissory note?
b . Is Grover correct in refusing to pay its
note?
c. W hat are the rights of Williams against
Oliver in the event Grover is not required to pay
its note?
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CANDIDATE NUMBER
Record your 7-digit candidate number in
the boxes.

J

The point values for each question, and estimated time allotments based primarily on point value, are as follows:
Estimated Minutes
Point
Maximum
Minimum
Value
110
90
60
No. 1 .......
25
15
10
No. 2 .......
25
15
10
No. 3 .......
25
15
10
No. 4 .......
25
15
10
No. 5 .......
210
150
100
Totals

INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE A N ADVERSE EFFECT ON YOUR EXAMINATION GRADE

4. Record your 7-digit candidate number, state, and
question num ber where indicated on pages 3
through 14 of the Examination Answer Booklet.

1. Record your 7-digit candidate num ber in the
boxes provided at the upper right-hand corner of
this page.

5. Although the primary purpose of the examination
is to test your knowledge and application of the
su b ject m a tte r, th e ab ility to organize and
present such knowledge in acceptable w ritten
language may be considered by the examiners.

2. Question numbers 1 and 2 should be answered on
the Objective Answer Sheet, which is pages 15
and 16 of your Examination Answer Booklet. You
should attem pt to answ er all objective Items.
There is no penalty for incorrect responses. Since
the objective items are computer-graded, your
comments and calculations associated with them
are not considered. Be certain th a t you have
entered your answers on the Objective Answer
Sheet before the examination time is up. The
objective portion of your examination will not be
graded if you fail to record your answers on the
Objective Answer Sheet. You will not be given
additional time to record your answers.

6. You are required to turn in by the end of each
session:
a. A tten d an ce Record Form , fro n t page of
Examination Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of
Examination Answer Booklet;
c. Remaining Portion of Examination Answer
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.

3. Question numbers 3, 4, and 5 should be answered
beginning on page 3 of the Examination Answer
Booklet. If you have not completed answering a
question on a page, fill in the appropriate spaces
in th e w ording on th e bottom of th e page
"QUESTION N U M B ER __ CONTINUES ON
P A G E __ If you have completed answering a
question, fill in the appropriate space in the
wording on the bottom of the page "QUESTION
NUM BER__ ENDS ON THIS PAGE." Always
begin the start of an answer to a question on the
top of a new page (which may be the back side of
a sheet of paper).

Your examination will not be graded unless the
above listed items are handed in before leaving
the examination room.
7. Unless otherwise instructed, if you want your
Exam ination Question Booklet mailed to you,
w rite your nam e and address in both places
indicated on the back cover and place 52 cents
postage in the space provided. Exam ination
Question Booklets will be distributed no sooner
than the day following the administration of this
examination.

Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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6. According to th e FASB conceptual fram e
work, which of the following statements conforms
to the realization concept?
A. Equipment depreciation was assigned to
a production d ep artm en t and th e n to
product unit costs.
B. D e p re c ia te d e q u ip m e n t w as sold in
exchange for a note receivable.
C. Cash was collected on accounts receivable.
D. Product unit costs were assigned to cost
of goods sold when the units were sold.

N um ber 1 (Estim ated tim e — 90 to 110 m inutes)
In s tru c tio n s
Select the b e st answer for each of the following
items relating to a v a rie ty of issu es in acc o u n t
ing. Use a No. 2 pencil to blacken the appropriate
ovals on the Objective Answer Sheet to indicate
your answers. M ark only one a n sw e r fo r each
ite m . A n s w e r a ll ite m s . Your grade will be
based on the total number of correct answers.
1. When computing purchasing power gain or
loss on net monetary items, which of the follow
ing accounts is classified as nonmonetary?
A. Advances to unconsolidated subsidiaries.
B. Allowance for uncollectible accounts.
C. Unamortized premium on bonds payable.
D. Accumulated depreciation of equipment.

7. On Jan u ary 10, 1992, Box, Inc. purchased
m arketable equity securities of Knox, Inc. and
Scot, Inc. Box classified both securities as noncur
rent assets over which it could not exercise signif
icant influence. At December 31, 1992, the cost of
each investment was greater than its fair market
value. The loss on the Knox investment was con
sidered permanent and th a t on Scot was consid
ered tem porary. How should Box re p o rt th e
effects of these investing activities in its 1992
income statement?

2. Deecee Co. adjusted its historical cost income
statem ent by applying specific price indexes to its
d epreciation expense and cost of goods sold.
Deecee’s adjusted income statem ent is prepared
according to
A. Fair value accounting.
B. General purchasing power accounting.
C. Current cost accounting.
D. C urrent cost/general purchasing power
accounting.

I. Excess of cost of Knox stock over its market
value.
II. Excess of cost of Scot stock over its m arket
value.
A.
B.
C.
D.

3. Estimates of price-level changes for specific
inventories are required for which of the follow
ing inventory methods?
A. Conventional retail.
B. Dollar-value LIFO.
C. Weighted average cost.
D. Average cost retail.

An unrealized loss equal to I plus II.
An unrealized loss equal to I only.
A realized loss equal to I only.
No income statem ent effect.

8. On Jan u ary 1, 1992, Point, Inc. purchased
10% of Iona Co.’s common stock. Point purchased
additional shares bringing its ownership up to
40% of Io n a ’s common stock o u ts ta n d in g on
A u g u st 1, 1992. D u rin g O ctober 1992, Iona
declared and paid a cash dividend on all of its
outstanding common stock. How much income
from the Iona investm ent should P oint’s 1992
income statem ent report?
A. 10% of Iona’s income for Jan u a ry 1 to
July 31, 1992, plus 40% of Iona’s income
for August 1 to December 31, 1992.
B. 40% of Iona’s income for A ugust 1 to
December 3 1 , 1992 only.
C. 40% of Iona’s 1992 income.
D. Amount equal to dividends received from
Iona.

4. The lower of cost or m arket rule for invento
ries may be applied to total inventory, to groups
of similar items, or to each item. Which application
generally results in the lowest inventory amount?
A. All applications result in the same amount.
B. Total inventory.
C. Groups of similar items.
D. Separately to each item.
5. According to the FASB conceptual fram e
work, the objectives of financial reporting for
business enterprises are based on
A. The need for conservatism.
B. Reporting on management’s stewardship.
C. Generally accepted accounting principles.
D. The needs of the users of the information.
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13. Which of the following statements is support
ive of the pooling of interests method in account
ing for a business combination?
A. Bargaining between the parties is based
on current values for assets and liabilities.
B. Stockholder groups rem ain in ta c t but
combine.
Goodwill is generally a part of any acqui
sition.
D. A portion of the total cost is assigned to
individual assets acquired on the basis of
their fair value.

9. Peel Co. received a cash dividend from a com
mon stock investm ent. Should Peel report an
increase in the investment account if it uses the
cost method or the equity method of accounting?

A.
B.
C.
D.

Cost
No
Yes
Yes
No

Equity
No
Yes
No
Yes

10. W hich of th e follow ing costs of goodwill
should be capitalized and amortized?

A.
B.
C.
D.

Maintaining
goodwill
Yes
No
Yes
No

14. Which of the following should be reported as
a stockholders’ equity contra account?
A. Discount on convertible bonds th a t are
common stock equivalents.
B. Premium on convertible bonds th a t are
common stock equivalents.
C. Cumulative foreign exchange translation
loss.
D. Organization costs.

Developing
goodwill
No
No
Yes
Yes

15. On November 2, 1992, Finsbury, Inc. issued
w arrants to its stockholders giving them the right
to purchase additional $20 p ar value common
shares at a price of $30. The stockholders exer
cised all w arrants on March 1, 1993. The shares
h a d m a rk e t p ric e s of $33, $35, an d $40 on
N ovem ber 2, 1992, D ecem ber 31, 1992, and
M arch 1, 1993, respectively. W hat w ere th e
effects of the w arrants on Finsbury’s additional
paid-in capital and net income?

11. Perez, Inc. owns 80% of Senior, Inc. During
1992, Perez sold goods with a 40% gross profit to
Senior. Senior sold all of these goods in 1992. For
1992 consolidated financial sta te m e n ts, how
sh o u ld th e su m m a tio n of P erez an d S en io r
income statem ent items be adjusted?
A. Sales and cost of goods sold should be
reduced by the intercompany sales.
B. Sales and cost of goods sold should be
reduced by 80% of the intercompany sales.
C. Net income should be reduced by 80% of
the gross profit on intercompany sales.
D. No adjustment is necessary.

A.
B.
C.

Additional
paid-in capital
Increased in 1993
Increased in 1992
Increased in 1993

D. Increased in 1992

12. In a business combination accounted for as a
pooling
A. Income is combined only from date of
combination, n ot for prior periods pre
sented.
B. Income is combined for all periods pre
sented.
C. A fter th e com bination, balance sh eet
amounts are carried at fair market value.
D. Direct acquisition costs are recorded as
part of the cost of the investment.

Net income
No effect
No effect
Decreased in
1992 and 1993
Decreased in
1992 and 1993

16. W hen c o m p u tin g p rim a ry e a rn in g s p er
share, convertible securities th a t are common
stock equivalents are
A. Ignored.
B. Recognized whether they are dilutive or
anti-dilutive.
C. Recognized only if they are anti-dilutive.
D. Recognized only if they are dilutive.
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17. W hat information should a public company
present about revenues from foreign operations?
A. Disclose separately the amount of sales
to u n a ffilia te d c u sto m ers an d th e
amount of intracompany sales between
geographic areas.
B. Disclose as a combined amount sales to
unaffiliated customers and intracompany
sales between geographic areas.
C. Disclose separately the amount of sales
to unaffiliated custom ers b ut n o t the
amount of intracompany sales between
geographic areas.
D. No disclosure of revenues from foreign
operations need be reported.

November 1993
20. In a comparison of 1992 to 1991, Neir Co.’s
inventory turnover ratio increased substantially
alth o u g h sales and in v en to ry am o u n ts w ere
essentially unchanged. Which of the following
sta te m e n ts explains th e increased inventory
turnover ratio?
A. Cost of goods sold decreased.
B. Accounts receivable turnover increased.
C. Total asset turnover increased.
D. Gross profit percentage decreased.
21. At December 31, 1992, Date Co. awaits judg
ment on a lawsuit for a competitor’s infringement
of Date’s patent. Legal counsel believes it is prob
able th at Date will win the suit and indicated the
most likely award together with a range of possi
ble awards. How should the lawsuit be reported
in Date’s 1992 financial statements?
A. In note disclosure only.
B. By accrual for the most likely award.
C. By accrual for the lowest amount of the
range of possible awards.
D. Neither in note disclosure n o r by accrual.

18. On November 1, 1992, Smith Co. contracted
to dispose of an industry segment on February
28, 1993. Throughout 1992 the segment had oper
ating losses. These losses were expected to con
tinue until the segment’s disposition. If a loss is
anticipated on final disposition, how much of the
operating losses should be included in the loss on
disposal reported in Smith’s 1992 income state
ments?

22. The correction of an error in the financial
statem ents of a prior period should be reported,
net of applicable income taxes, in the current
A. Retained earnings statem ent after net
income but before dividends.
B. R e ta in e d e a rn in g s s ta te m e n t as an
adjustment of the opening balance.
C. Income statem ent after income from con
tinuing operations and before extraordi
nary items.
D. Income statem ent after income from con
tinuing operations and after extraordi
nary items.

I. Operating losses for the period January 1 to
October 31, 1992.
II. Operating losses for the period November 1
to December 31, 1992.
III. E stim ated operating losses for the period
January 1 to February 28, 1993.
A.
B.
C.
D.

—

II only.
II and III only.
I and III only.
I and II only.

23. For 1991, Pac Co. estim ated its tw o-year
equipment warranty costs based on $100 per unit
sold in 1991. Experience during 1992 indicated
th at the estimate should have been based on $110
per unit. The effect of this $10 difference from the
estimate is reported
A. In 1992 income from continuing opera
tions.
B. As an accounting change, n e t of tax,
below 1992 income from continuing oper
ations.
C. As an accounting change requiring 1991
financial statements to be restated.
D. As a correction of an e rro r re q u irin g
1991 financial statements to be restated.

19. Which of the following information should be
included in Melay, Inc.’s 1992 summary of signifi
cant accounting policies?
A. Property, plant, and equipment is recorded
at cost with depreciation computed prin
cipally by the straight-line method.
B. During 1992, the Delay Segment was sold.
C. B usiness segm ent 1992 sales are Alay
$1M, Belay $2M, and Celay $3M.
D. F u tu re common sh are dividends are
expected to approxim ate 60% of earn 
ings.
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28. If the payment of employees’ compensation
for future absences is probable, the amount can
be reaso n ab ly estim ate d , and th e obligation
relates to rights th a t accumulate, the compensa
tion should be
A. Accrued if a ttrib u ta b le to em ployees’
services not already rendered.
B. Accrued if a ttrib u ta b le to em ployees’
services already rendered.
C. Accrued if attributable to employees’ ser
vices whether already rendered or not.
D. Recognized when paid.

24. A m aterial loss should be presented sepa
rately as a component of income from continuing
operations when it is
A. An extraordinary item.
B. A c u m u la tiv e e ffect-ty p e ch an g e in
accounting principle.
C. Infrequent in occurrence and unusual in
nature.
D. Infrequent in occurrence but not unusual
in nature.

25. On March 1, 1987, Somar Co. issued 20-year
bonds at a discount. By September 1, 1992, the
bonds were quoted at 106 when Somar exercised
its right to retire the bonds at 105. How should
Somar report the bond retirem ent on its 1992
income statement?
A. A gain in continuing operations.
B. A loss in continuing operations.
C. A n extraordinary gain.
D. An extraordinary loss.

29. A company th at maintains a defined benefit
pension plan for its employees reports an unfunded
accrued pension cost. This cost represents the
amount th at the
A. C um ulative n et pension cost accrued
exceeds contributions to the plan.
B. C um ulative n et pension cost accrued
exceeds the vested benefit obligation.
C. Vested benefit obligation exceeds plan
assets.
D. Vested benefit obligation exceeds contri
butions to the plan.

26. The cumulative effect of a change in account
ing principle should be recorded separately as a
component of income after continuing Operations,
when the change is from the
A. Cash basis of accounting for vacation pay
to the accrual basis.
B. Straight-line method of depreciation for
previously recorded assets to the double
declining balance method.
C. Presentation of statem ents of individual
companies to their inclusion in consoli
dated statements.
D. Completed-contract method of account
ing for long-term construction-type con
tra c ts to the percentage-of-completion
method.

30. Visor Co. maintains a defined benefit pension
plan for its employees. The service cost compo
nent of Visor’s net periodic pension cost is mea
sured using the
A. Unfunded accumulated benefit obligation.
B. Unfunded vested benefit obligation.
C. Projected benefit obligation.
D. Expected return on plan assets.

27. Bounty Co. provides postretirem ent health
care benefits to employees who have completed at
least 10 years service and are aged 55 years or
older when retiring. Employees re tirin g from
Bounty have a median age of 62, and no one has
worked beyond age 65. Fletcher is hired a t 48
years old. The a ttrib u tio n period for accruing
B ounty’s expected postretirem ent h ealth care
benefit obligation to Fletcher is during the period
when Fletcher is aged
A. 48 to 65.
B. 48 to 58.
C. 55 to 65.
D. 55 to 62.

31. For interim financial reporting, a company’s
income tax provision for the second q u arter of
1992 should be determined using the
A. Effective tax rate expected to be applica
ble for the full year of 1992 as estimated
at the end of the first quarter of 1992.
B. Effective tax rate expected to be applica
ble for the full year of 1992 as estimated
at the end of the second quarter of 1992.
C. Effective tax rate expected to be applica
ble for the second quarter of 1992.
D. Statutory tax rate for 1992.
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36. When remeasuring foreign currency financial
statements into the functional currency, which of
the following items would be rem easured using
historical exchange rates?
A. Inventories carried at cost.
B. Marketable equity securities reported at
market values.
C. Bonds payable.
D. Accrued liabilities.

32. In its first four years of operations ending
December 31, 1992, Alder, Inc.’s depreciation for
income tax purposes exceeded its depreciation for
financial statem ent purposes. This temporary dif
ference was expected to reverse in 1993, 1994,
and 1995. Alder had no other temporary differ
ence and elected early adoption of FASB 109.
Alder’s 1992 balance sheet should include
A. A noncurrent contra asset for the effects
of the difference between asset bases for
financial statem ent and income tax pur
poses.
B. Both current and noncurrent deferred
tax assets.
C. A current deferred tax liability only.
D. A noncurrent deferred tax liability only.

37. Bensol Co. and Sable Co. exchanged similar
tru c k s w ith fair values in excess of carry in g
amounts. In addition, Bensol paid Sable to com
pensate for the difference in truck values. As a
consequence of the exchange. Sable recognizes
A. A gain equal to the difference between
the fair value and carrying am ount of
the truck given up.
B. A gain determined by the proportion of
cash received to the total consideration.
C. A loss determ ined by the proportion of
cash received to the total consideration.
D. Neither a gain n o r a loss.

33. Which of the following is reported as interest
expense?
A. Pension cost interest.
B. Postretirement healthcare benefits interest.
C. Imputed interest on non-interest bearing
note.
D. Interest incurred to finance construction
of machinery for own use.

34. In which of the following situations is the
units-of-production method of depreciation most
appropriate?
A. An asset’s service potential declines with
use.
B. An asset’s service potential declines with
the passage of time.
C. An asset is subject to rapid obsolescence.
D. An asset incurs increasing repairs and
maintenance with use.

38. The calculation of the income recognized in
the third year of a five-year construction contract
accounted for using the percentage-of-completion
method includes the ratio of
A. Total costs incurred to date to total esti
mated costs.
B. Total costs in c u rre d to d a te to to ta l
billings to date.
C. Costs in c u rred in year 3 to total estimated
costs.
D. Costs incurred in year 3 to total billings
to date.

35. On October 1, 1992, Mild Co., a U.S. company,
purchased m achinery from G rund, a G erm an
company, with payment due on April 1, 1993. If
Mild’s 1992 operating income included no foreign
exchange transaction gain or loss, then the trans
action could have
A. Resulted in an extraordinary gain.
B. Been denominated in U.S. dollars.
C. C aused a foreign currency gain to be
rep o rted as a contra account a g ain st
machinery.
D. Caused a foreign currency tran slatio n
gain to be reported as a separate compo
nent of stockholders’ equity.

39. Cash collection is a critical event for income
recognition in the

A.
B.
C.
D.
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Cost-recovery
method
No
Yes
No
Yes

Installment
method
No
Yes
Yes
No

Accounting Theory
43. On March 1, 1988, a company established a
sinking fund in connection with an issue of bonds
due in 2000. At December 31, 1992, the indepen
d e n t tr u s te e h e ld cash in th e sin k in g fu n d
account representing the annual deposits to the
fund and the interest earned on those deposits.
How should the sinking fund be reported in the
company’s balance sheet at December 3 1 , 1992?
A. The cash in th e sin k in g fund should
appear as a current asset.
B. Only the accum ulated deposits should
appear as a noncurrent asset.
C. The entire balance in the sinking fund
account should appear as a current asset.
D. The entire balance in the sinking fund
account should appear as a noncurrent
asset.

40. Compared to its 1992 cash basis net income,
Potom a Co.’s 1992 accrual b asis n e t income
increased when it
A. Declared a cash dividend in 1991 th a t it
paid in 1992.
B. Wrote off more accounts receivable bal
ances th an it reported as uncollectible
accounts expense in 1992.
C. Had lower accrued expenses on Decem
ber 31, 1992, than on January 1 , 1992.
D. Sold used equipment for cash at a gain
in 1992.

44. Personal financial statem ents should report
assets and liabilities at
A. Estimated current values at the date of
the financial statem ents and, as addi
tional information, at historical cost.
B. Estimated current values at the date of
the financial statements.
Historical cost and, as additional infor
mation, at estim ated current values at
the date of the financial statements.
D. Historical cost.

41. In a statem ent of cash flows, if used equip
m ent is sold at a gain, the amount shown as a
cash inflow from investing activities equals the
carrying amount of the equipment
A. Plus the gain.
B. Plus the gain and less the amount of tax
attributable to the gain.
C. Plus both the gain and the amount of tax
attributable to the gain.
D. With n o addition or subtraction.

45. In an activity-based costing system , cost
reduction is accom plished by identifying and
eliminating

A.
B.
C.
D.

42. On July 1, 1992, Dewey Co. signed a 20-year
building lease th a t it reported as a capital lease.
Dewey paid the monthly lease paym ents when
due. How should Dewey report the effect of the
lease payments in the financing activities section
of its 1992 statem ent of cash flows?
A. An inflow equal to the present value of
future lease paym ents at July 1, 1992,
less 1992 principal and in te re st pay
ments.
B. An outflow equal to the 1992 principal
and interest payments on the lease.
C. An outflow equal to the 1992 principal
payments only.
D. The lease payments should n o t be report
ed in the financing activities section.

All cost drivers
No
Yes
No
Yes

Nonvalue-adding
activities
No
Yes
Yes
No

46. W hen p ro d u ctio n levels a re expected to
increase within a relevant range, and a flexible
budget is used, what effect would be anticipated
with respect to each of the following costs?

A.
B.
C.
D.
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Fixed costs
per unit
Decrease
No change
No change
Decrease

Variable costs
per unit
Decrease
No change
Decrease
No change
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47. In an income statem ent prepared as an inter
nal rep o rt using the direct (variable) costing
method, fixed selling and administrative expenses
would
A. Not be used.
B. Be treated the same as variable selling
and administrative expenses.
Be used in the computation of operating
income but n ot in the computation of the
contribution margin.
D. Be used in the computation of the contri
bution margin.

53. Which of the following accounts of a govern
mental unit is credited when taxpayers are billed
for property taxes?
A. Appropriations.
B. Taxes receivable—current.
C. Estimated revenues.
D. Revenues.

54. Which of the following funds of a governmen
ta l u n it u se s th e m odified a c c ru a l b a sis of
accounting?
A. Internal service funds.
B. Enterprise funds.
C. Special revenue funds.
D. Nonexpendable tru st funds.

49. Controllable revenue would be included in a
performance report for a

A.
B.
C.
D.

Cost
center
No
Yes
No
Yes

55. Which of the following does n ot affect an
internal service fund’s net income?
A. Depreciation expense on its fixed assets.
B. Operating transfers in.
C. Operating transfers out.
D. Residual equity transfers.

50. Vince Inc. has developed and patented a new
laser disc reading device th a t will be m arketed
internationally. Which of the following factors
should Vince consider in pricing the device?
I. Quality of the new device.
II. Life of the new device.
III. C ustom ers’ relative preference for quality
compared to price.
A.
B.
C.
D.

November 1993
52. A b u d g e ta ry fu n d b a la n c e re s e rv e d for
encumbrances in excess of a balance of encum
brances indicates
A. An excess of v o u ch ers p a y ab le over
encumbrances.
B. An excess of purchase orders over invoices
received.
C. An excess of appropriations over encum
brances.
D. A recording error.

48. At the break-even point, the contribution
margin equals total
A. Variable costs.
B. Sales revenues.
C. Selling and administrative costs.
D. Fixed costs.

Profit
center
No
No
Yes
Yes

—

56. The debt service tran sactio n s of a special
assessment bond issue for which the government
is not obligated in any manner should be report
ed in the
A. Agency fund.
B. Enterprise fund.
C. Special revenue fund.
D. Long-term debt account group.

I and II only.
I and III only.
II and III only.
I, II, and III.

57. The recording of accumulated depreciation in
the general fixed assets account group is
A. Never allowed.
B. Dependent on materiality.
C. Optional.
D. Mandatory.

51. The encumbrance account of a governmental
unit is debited when
A. The budget is recorded.
B. A purchase order is approved.
C. Goods are received.
D. A voucher payable is recorded.
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58. With regard to the statem ent of cash flows
for a governmental unit’s enterprise fund, items
generally presented as cash equivalents are

A.
B.
C.
D.

2-month
treasury hills
No
No
Yes
Yes

3-month certificates
____ of deposit____
No
Yes
Yes
No

59. Flac City recorded a 20-year building rental
agreement as a capital lease. The building lease
asset was reported in the general fixed asset
account group. Where should the lease liability be
reported in Flac’s combined balance sheet?
A. General long-term debt account group.
B. Debt service fund.
C. General fund.
D. A lease liability should n o t be reported.
60. Hospital financial resources are required by
a bond indenture to be used to finance construc
tion of a new pediatrics facility. In which of the
following hospital funds should these resources
be reported?
A. Agency.
B. Trust.
C. General.
D. Endowment.

Q u estio n N u m b er 2 B egins o n P a g e 68
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N um ber 2 (E stim ated tim e—15 to 25 m inutes)
Q u estio n N u m b er 2 consists of 9 items. Select the b e st answer for each item. Use a No. 2 pencil to
blacken the appropriate ovals on the Objective Answer Sheet to indicate your answers. A n sw er all
item s. Your grade will be based on the total number of correct answers.
Item s 61 th ro u g h 65 are based on the following:
Hamnoff, Inc.’s $50 par value common stock has always traded above par. During 1992, Hamnoff had
several transactions th at affected the following balance sheet accounts:
I.
II.
III.
IV.
V.
VI.

Bond discount
Bond premium
Bonds payable
Common stock
Additional paid-in capital
Retained earnings

R eq u ired :
F o r ite m s 61 th ro u g h 65, determine whether the transaction increased I , decreased D , or had
no effect N on each of the balances in the above accounts, and blacken the corresponding oval on the
Objective Answer Sheet.
61. Hamnoff issued bonds payable with a nominal rate of interest th at was less than the market rate of
interest.
62. Hamnoff issued convertible bonds, which are common stock equivalents, for an amount in excess of
the bonds’ face amount.
63. Hamnoff issued common stock when the convertible bonds described in item 62 were submitted for
conversion. Each $1,000 bond was converted into 20 common shares. The book value method was
used for the early conversion.
64. Hamnoff issued bonds, with detachable stock warrants, for an amount equal to the face amount of
the bonds. The stock w arrants have a determinable value.
65. Hamnoff declared and issued a 2% stock dividend.
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Num ber 2 (continued)
Item s 66 through 69 are based on the following:
A company has two m utually exclusive projects, A and B, which have the same initial investm ent
requirements and lives. Project B has a decrease in estimated net cash inflows each year, and project A
has an increase in estimated net cash inflows each year. Project A has a greater total net cash inflow.
Diagram I below depicts the net cash inflows of each project by year. Diagram II depicts the net present
value (NPV) of each project assuming various discount rates.

$
Net
Cash
Inflows

Years

NPV

Discount Rates

R equired:
For item s 66 through 69, select your answer from the following list and blacken the corresponding
oval on the Objective Answer Sheet.
A.
B.
C.
66.
67.
68.
69.

Project A
Project B
Both projects equal

Which project would be likely to have the shorter payback period?
Wh ich project would have the greater average accounting rate of return?
Which project would have the greater internal rate of return?
Assume, due to innovation, the projects were to term inate at the end of year 4 with cash flows
remaining as projected for the first 4 years and no cash flows in year 5. Which project would have
the greater internal rate of return?
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N um ber 3 (E stim ated tim e—15 to 25 m inutes)

N um ber 4 (E stim ated tim e—15 to 25 m inutes)

Gregor W holesalers Co. sells industrial equip
ment for a standard three-year note receivable.
Revenue is recognized at time of sale. Each note
is secured by a lien on the equipment and has a
face amount equal to the equipment’s list price.
Each note’s stated interest rate is below the cus
tomer’s market rate at date of sale. All notes are
to be collected in three equal annual installments
beginning one year after sale. Some of the notes
are subseq u en tly discounted a t a b ank w ith
recourse, some are subsequently discounted with
out recourse, and some are retained by Gregor. At
year end, Gregor evaluates all outstanding notes
receivable and provides for estimated losses aris
ing from defaults.

On December 31, 1991, Jen, Inc. sold a building
for its fair value and leased it back. The building
was sold for more than its carrying amount and a
gain was recorded. Lease payments are due at
the end of each month. Je n accounted for the
transaction as a capital lease. The lease’s interest
rate was equal to J e n ’s increm ental borrowing
rate.
R eq u ired :
a. How should Jen account for the sale por
tio n of th e s a le -le a se b a c k tra n s a c tio n a t
December 31, 1991? Why is this an appropriate
method of accounting for this portion of the con
tract?

R eq u ired :
a.
W hat is the appropriate valuation basis
for Gregor’s notes receivable at the date it sells
equipment?

b. How should Je n rep o rt th e leaseback
portion of the sale-leaseback transaction on its
December 31, 1992, balance sheet? How are these
reported amounts determined?

b. How should Gregor account for the dis
counting, without recourse, of a February 1, 1992,
note receivable discounted on May 1, 1992? Why
is it appropriate to account for it in this way?
c. A t D ecem ber 31, 1992, how sh o u ld
Gregor m easure and account for the impact of
estimated losses resulting from notes receivable
th a t it
1. Retained and did n o t discount?
2. Discounted at a bank with recourse?
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Accounting Theory
Number 5 (Estim ated tim e—15 to 25 m inutes)
Mono Tech Co. began operations in 1989 and con
fined its activities to one project. It purchased
equipment to be used exclusively for research and
development on the project, and other equipment
that is to be used initially for research and devel
opment and subsequently for production. In 1990,
Mono constructed and paid for a pilot plant that
was used until December 1991 to determine the
best manufacturing process for the project’s prod
uct. In December 1991, Mono obtained a patent
and received cash from the sale of the pilot plant.
In 1992, a factory was constructed and commercial
manufacture of the product began.
Required:
a. 1. According to the FASB conceptual
framework, what are the three essential charac
teristics of an asset?
2. How do Mono’s project expenditures
through 1991 meet the FASB conceptual frame
work’s three essential characteristics of an asset?
Do n ot discuss why the expenditures may not
meet the characteristics of an asset.
3. Why is it difficult to justify the classi
fication of research and development expenditures
as assets?
b.

How should Mono report:

1. The effects of equipm ent expendi
tures in its income statements and balance sheets
from 1989 through 1992?
2. Pilot plant construction costs and sale
proceeds in its 1990 and 1991 statements of cash
flows using the direct method?
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Accounting Practice — Part I
A n s w e r 4 (10 points)

a.

Trask Corp.
STATEMENT OF RETAINED EARNINGS
For the Year Ended December 31, 1992

Balance, December 31, 1991
As orginally reported
Less prior period adjustment from error understating depreciation
Less income tax effect
As restated
Net income

$16,445,000
$350,000
105,000

Deduct dividends
Cash dividend on preferred stock
Dividend in kind on common stock

300,000
900,000

245,000
16,200,000
2,400,000
18,600,000

[1]
[2]

Balance, December 3 1 , 1992

b.

$17,400,000

Trask Corp.
STOCKHOLDERS’ EQUITY SECTION OF BALANCE SHEET
December 31, 1992

Preferred stock, $100 par value, 6% cumulative; 150,000 shares
authorized; 50,000 shares issued and outstanding
Common stock, $2.50 par value; 4,000,000 shares authorized;
3,400,000 shares issued
Additional paid-in capital
Retained earnings
Less common stock in treasury, 100,000 shares at cost
Total stockholders’ equity

c.

1,200,000

$ 5,000,000
8,500,000
16,675,000
17,400,000
47,575,000
500,000
$47,075,000

Trask Corp.
COMPUTATION OF BOOK VALUE
PER SHARE OF COMMON STOCK
December 31, 1992

Total stockholders’ equity
Deduct allocation to preferred stock
Allocation to common stock

$47,075,000
5,000,000
$42,075,000

Divided by number of common shares outstanding
[3,400,000-100,000]

÷

Book value per share of common stock

3,300,000
$12.75
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A n s w e r 4 (continued)

Explanation o f Amounts
[1]

[2]
[3]

Preferred stock dividend
Par value of outstanding preferred shares
Multiplied by dividend rate
Dividends paid on preferred stock

$ 5,000,000
X
.06
$ 300,000

Dividend in kind on common stock
Fair m arket value of Harbor stock distributed [15,000 shares @ $60]

$

Number of common shares issued and outstanding
Number of common shares issued, 12/31/91
Less: common shares retired
Number of common shares issued, 6/1/92
Two-for-one stock split, 10/27/92
Number of common shares issued after stock split
Less: common shares held in treasury
Total number of common shares outstanding

[4]

900,000
1,575,000
(25,000)
150,000
1,700,000
X
2
3,400,000
100,000
3,300,000

Amount of common shares issued
Amount of common shares issued, 12/31/91
Less: common shares retired at par value
Number of common shares issued, 6/1/92
Total amount of common shares issued

$ 7,875,000
(125,000)
750,000
$ 8,500,000

Amount of additional paid-in capital
Amount a t 12/31/91 (1,575,000 @ $10)
Less: treasury stock retired [25,000 shares @ $5 ($10 cost - $5 par value)]
Amount received upon issuance of common shares, 6/1/92 (150,000 shares @ $7)
Total amount of additional paid-in capital

$15,750,000
(125,000)
1,050,000
$16,675,000
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A n s w e r 5 (10 points)

London, Inc.
SCHEDULE OF GROSS PROFIT (LOSS)

a.

Beta

Gamma

$600,000
400,000
$ 200,000

$800,000
820,000
$( 20,000)

$360,000
400,000
90%

$410,000
820,000
50%

$180,000

$(

$560,000
450,000
$ 110,000

$840,000
900,000
$( 60,000)

$450,000
450,000
100%

$720,000
900,000
80%

110,000
180,000
$( 70,000)

(60,000)
( 20 , 000)
$( 40,000)

For the Year Ended September 3 0 , 1992:
Estimated gross profit (loss):
Contract price
Less total costs
Estimated gross profit (loss)
Percent complete:
Costs incurred to date
Total costs
Percent complete
Gross profit (loss) recognized

20,000)

For the Year Ended September 30, 1993:
Estimated gross profit (loss):
Contract price
Less total costs
Estimated gross profit (loss)
Percent complete:
Costs incurred to date
Total costs
Percent complete
Gross profit (loss)
Less gross profit (loss) recognized in prior year
Gross profit (loss) recognized
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A nsw er 5 (continued)
London Inc.
SCHEDULE OF SELECTED BALANCE SHEET ACCOUNTS
September 3 0 , 1992

b.

Accounts receivable
Costs and estimated earnings in excess of billings:
Construction in progress
Less: Billings
Costs and estimated earnings in excess of billings

$115,000
$540,000
315,000
225,000
50,000

Billings in excess of costs and estimated earnings
c.

London, Inc.
SCHEDULE OF INCOME TAXES PAYABLE AND INCOME TAX EXPENSE
September 30, 1992

Financial statem ent income:
From other divisions
From Beta project
From Gamma project
Total financial statem ent income
Less temporary differences:

$300,000
180,000
( 20 , 000 )
$460,000

Beta project income
Gamma project loss
Total taxable income

(180,000)
20,000
$300,000
75,000
48,000

Taxes payable ($300,000 x 25%)
Deferred t ax liability ($160,000 x 30%)
Tax expense:
Current
Deferred

$75,000
48,000
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Auditing
A n s w e r 3 (10 points)

A n s w e r 4 (10 points)

Deficiencies in Miller’s draft are as follows;

a. 1. An auditor is required to obtain a w rit
ten management representation letter as part of
every audit performed in accordance with gener
ally accepted auditing standards.

Within the opening (introductory) paragraph
•

•
•

•

The statem ent of cash flows is not identified
in th is p arag rap h or in the opinion p a ra 
graph.

2. The p u rp o ses of o b ta in in g a w ritte n
management representation letter are to:

The financial statements are not stated to be
the responsibility of management.

•

The magnitude of the portion of the consoli
dated financial statem ents audited by the
other auditors is not disclosed.

Confirm the oral representations given to the
auditor.

•

Indicate and document the continuing appro
priateness of management’s representations.

•

Reduce the possibility of m isunderstanding
concerning the m atters th a t are the subject
of the representations.

•

Complement the other auditing procedures
by corroborating the information discovered
in performing those procedures.
Obtain evidence concerning m anagem ent’s
future plans and intentions, e.g., when refi
nancing debt or discontinuing a line of busi
ness.

Smith may not be named in this paragraph
or in the opinion paragraph unless Smith’s
re p o rt is p re s e n te d to g e th e r w ith P e ll’s
report.

Within the second (scope) paragraph
•

The statem ent th at “an audit includes exam
ining, on a te st basis, evidence supporting
the amounts and disclosures in the financial
statem ents” is omitted.

•

•

It is inappropriate to state th a t an au d it
includes “assessing control risk.”

•

Reference to the audit of the other auditors
as part of the basis for the opinion is omitted.

b. 1. The re p re s e n ta tio n le tte r should be
addressed to the auditor and dated as of the date
of the auditor’s report.
2. The letter should be signed by members
of m anagem ent whom the auditor believes are
responsible for and knowledgeable, directly or
through others in the organization, about the
m a tte rs covered by th e rep resen tatio n . Their
refu sal to sign th e le tte r would c o n stitu te a
limitation on the scope of the audit sufficient to
preclude an unqualified opinion and affect the
au d ito r’s ability to rely on other m anagem ent
representations.

Within the third (opinion) paragraph
•

Use of the phrase “except for the m atter dis
cussed below” is inappropriate.

•

R eference to “conform ity w ith g en erally
accepted accounting principles” is omitted.

Within the fourth (explanatory) paragraph
•

The term s “sub stan tial doubt” and “going
concern” are omitted.

c. O btaining a m anagem ent re p re se n ta tio n
letter does not relieve an auditor of any other
resp o n sib ility for p lan n in g or perform ing an
audit. Accordingly, an auditor should still per
form all the usual tests to corroborate representa
tions made by management.
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7. Expected (anticipated) misstatement was not
considered in calculating the sample size.

A n s w e r 5 (10 points)

The incorrect assumptions, statements, and inap
propriate applications of sampling are as follows:

8. The standard deviation of the dollar amounts
is not required for PPS sampling.

1. Classical variables sampling is not designed
for tests of controls.

9. The three selected accounts with insignifi
cant balances should not have been ignored
or replaced with other accounts.

2. PPS sampling uses each dollar in the popu
la tio n , n ot each acco u n t, as a s e p a ra te
sampling unit.

10. The acco u n t w ith th e $1,000 d ifferen ce
(recorded am ount of $4,000 and a u d ite d
amount of $3,000) was incorrectly projected
as a $1,000 m isstatem en t; projected m is
statem en t for th is difference was actually
$2,500 ($l,000/$4,000 x $10,000 interval).

3. PPS sampling is not efficient if many mis
statements are expected because the sample
size can becom e la rg e r th a n th e c o rre 
sponding sample size for classical variables
sam pling as the expected am ount of m is
statem ent increases.

11. The difference in the un d erstated account
(recorded am o u n t of $1,900 and a u d ite d
am o u n t of $2,000) should not have been
omitted from the calculation of projected mis
statement.

4. Each account does not have an equal chance
of being selected; the probability of selection
of th e a cc o u n ts is p ro p o rtio n a l to th e
accounts’ dollar amounts.

12. The reasoning (the comparison of projected
m isstatem ent with the allowance for sam 
pling risk) concerning the decision th a t the
receivable balance was not overstated was
erroneous.

5. PPS sampling requires special consideration
for negative (credit) balances.
6. Tolerable m isstatem ent was not considered
in calculating the sample size.
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Business Law
A n s w e r 3 (10 points)

A n s w e r 4 (10 points)

Archer, Book, and Cable will:

Ambel is incorrect. The general rule is th a t when
a party knows, or reasonably should know, th at a
mistake has been made in the making of an offer,
the mistaken party will be granted relief from the
offer. In this case, because Ambel was aware of
the approximate fair m arket value of the equip
ment, it had reason to be aware of the mathem at
ical error made by Victor and will not be allowed
to take advantage of it.

•

Lose th e ir la w su it to have th e re sid u ary
estate distributed. Park’s inclusion of a “pourover” provision in the will is a binding trans
fer of the residuary estate to the pre-existing
spendthrift trust.

•

Lose their lawsuit to have the trust terminated.
Whereas a trust may ordinarily be terminated
at the request of all beneficiaries, Park created
the tru s t to protect the beneficiaries from
their own possible financial mismanagement
and to provide for their welfare during Park’s
lifetime and after Park’s death. Terminating
the tru st at the request of the beneficiaries
would defeat the purpose of the trust.

•

Clark is correct. A contract th a t cannot by its
terms be performed within one year from the date
it is made m ust be evidenced by a writing th a t
sa tisfie s th e re q u ire m e n ts of th e S ta tu te of
Frauds. The contract between Victor and Clark is
not enforceable by Victor against Clark, because
the contract was oral and provided for perfor
mance by the parties for longer th an one year
from the date the contract was entered into.

Lose their law suit to have Young and Zack
removed as trustees for m aking the $5,000
principal payments. Ordinarily trustees may
not distribute tru st principal to income bene
ficiaries. However, P ark specifically autho
rized Young and Zack to make limited principal
paym ents by providing “sprinkling” provi
sions in the tru st instrument.

•

Win th e ir law suit to have Young and Zack
removed as trustees for allowing Zack to bor
row $10,000 from the trust. A trustee does not
have the right to borrow money from a tru st
unless th at right is specifically granted in the
tru st instrument. By allowing Zack to borrow
the $10,000, Young and Zack violated their
fiduciary duty of loyalty.

•

Win th e ir law suit to have Young and Zack
removed as trustees for making the $15,000
principal paym ent to Archer. The paym ent
exceeded the trustees’ authority to make lim
ited principal payments. By exceeding their
authority, they violated their fiduciary duties
to safeguard the trust, properly manage the
trust, and have loyalty to the trust.

GYX is incorrect. An acceptance of an offer is
effective when dispatched (in th is case, when
mailed), provided th a t the appropriate mode of
communication is used. The general rule is th at
an offer shall be interpreted as inviting accep
tance in any manner and by any medium reason
able in th e circum stances. In th is case, GYX
made its offer by mail. An acceptance by mail, if
p ro p e rly a d d re ss e d w ith a d e q u a te p o stag e
affixed, would be considered a reasonable manner
and m ethod of acceptance. Therefore, Victor’s
acceptance was effective (and a contract was
formed) w hen th e acceptance was m ailed on
November 12 and not when received by GYX on
November 17.
Wells is incorrect. As a general rule, most con
tracts are assignable and delegable unless: pro
hibited in the contract, the duties are personal in
nature, or the assignment or delegation is prohib
ited by statute or public policy. Victor was enti
tled to assign the contract to M aster, because
none of these exceptions apply to the contract.
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A n s w e r 5 (10 points)

a. Williams’ first claim th a t the promissory note
is negotiable is incorrect. The note is nonnego
tiable because:
•

It is not payable at a definite time or on
demand because payment is not required
until two weeks after an event, the occur 
rence of which is uncertain.

•

The note is only payable out of the pro
ceeds of the resale of the computer compo
nents making the promise to pay the note
conditional. This is referred to as the
“particular fund doctrine.”

Williams’ second claim th at it is a holder in due
course is incorrect. Although Williams is a holder
of the instrum ent, it cannot be a holder in due
course because the instrum ent is nonnegotiable.
Williams’ third claim th a t Helco cannot raise
Jason’s m isrepresentation as a defense to pay
m ent of the note is incorrect. This defense is a
personal defense and would not be valid against a
holder in due course. Williams only has the rights
of an assignee of the Helco note. It has no better
rights than Jason. Thus, Helco can raise Jason’s
misrepresentation as a defense.
b . Grover is incorrect in refusing to pay its note.
W illiams took the note with notice of Grover’s
defense and, therefore, could not be a holder in
due course in its own right. Williams took the
note from Oliver, who was a holder in due course.
Therefore, under the “shelter provision” of the
UCC Commercial Paper Article, Williams has the
rights of a holder in due course even though it
does not qualify as one. As a result, Williams did
not take the note subject to Grover’s defense even
though Williams was aware of it.
c. Williams will be unable to collect from Oliver
in the event Grover is not required to pay the
note. Oliver was unaware of the claims of Grover,
its endorsement was without recourse and violated
no transfer warranties. Therefore, Williams does
not have any right to recover from Oliver.
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Accounting Theory
A n s w e r 3 (10 points)

A n s w e r 4 (10 points)

a. The appropriate valuation basis of a note
receivable at the date of sale is its discounted
present value of the future amounts receivable
for principal and interest using the custom er’s
m arket rate of interest, if known or determinable,
at the date of the equipment’s sale.

a. Jen should account for the sale portion of the
sale-leaseback transaction by increasing cash for
the sale price, decreasing property, plant, and
equipment for the building’s carrying amount, and
recording a deferred gain for the excess of the sale
price over the building’s carrying amount.
This accounting is appropriate because Jen
still re ta in s su b stan tial ownership rig h ts and
obligations pertaining to the building. Since no
earning process occurred, this sale-leaseback is
not in substance a sale but a financing transac
tion. Therefore the gain should be deferred.

b. Gregor should increase the carrying amount
of the note receivable by the effective interest rev
enue earned for the period February 1 to May 1,
1992. Gregor should account for the discounting
of th e no te re c eiv a b le w ith o u t re c o u rse by
increasing cash for the proceeds received, elimi
nating the carrying am ount of the note receiv
able, and recognizing a loss(gain) for the result
ing difference.
This reporting is appropriate since the note’s
carrying amount is correctly recorded at the date
it was discounted and the discounting of a note
receivable without recourse is equivalent to a sale
of th at note. Thus the difference between the cash
received and the carrying amount of the note at
the date it is discounted is reported as a loss(gain).

b. The leased b u ild in g is included on J e n ’s
D ecem ber 31, 1992, balance sh ee t as leased
p ro p e rty a t its d isco u n ted p re s e n t valu e on
December 31, 1991, less accumulated depreciation,
and less unamortized deferred gain on the sale. Its
discounted present value at December 31, 1991,
represents the future lease payments, discounted
at Jen’s interest rate.
The lease obligation on Jen ’s December 31,
1992, b alan ce sh e e t eq u als th e b u ild in g ’s
December 31, 1991, present value less principal
repaid in 1992. An amount equal to the principal
to be repaid in 1993 should be reported as a cur
rent liability. The balance of the obligation should
be reported as a noncurrent liability.

c. 1. For notes receivable not discounted,
Gregor should recognize an uncollectible notes
expense. The expense equals the ad ju stm en t
required to bring the balance of the allowance for
uncollectible notes receivable equal to the esti
mated uncollectible amounts less the fair values
of recoverable equipment.
2. For notes receivable discounted w ith
recourse, G regor should recognize an uncol
lectible notes expense. The expense equals the
e s tim a te d a m o u n ts p a y ab le for c u sto m e rs ’
defaults less the fair values of recoverable equip
ment.
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b. 1. Expenditures for equipment to be used
exclusively for research and development should
be reported as research and development expense
in the period incurred. Expenditures for equip
ment to be used both for research and develop
ment and for production should be capitalized and
reported as fixed assets, less accumulated depreci
ation, on Mono’s balance sheets from 1989 through
1992. An appropriate depreciation method should
be used, with depreciation from 1989 through 1991
reported as research and development expense.
Depreciation for 1992 should be added to cost of
inventory, via factory overhead, and expensed as
cost of goods sold.
2. Cash payments for the pilot plant con
struction should be reported as cash outflows from
operating activities on Mono’s 1990 statem ent of
cash flows. Cash received from the sale of the pilot
plant should be reported as a cash inflow from
operating activities on Mono’s 1991 statem ent of
cash flows.

A n s w e r 5 (10 points)

a. 1. According to the FASB conceptual frame
work, the three essential characteristics of an
asset are:
•

It embodies a probable future benefit th a t
involves a capacity to contribute to future net
cash inflows.

•

A particular entity can obtain the benefit and
control others’ access to it.

•

The transaction or other event giving rise to
the entity’s right to or control of the benefit
has already occurred.
2. Mono’s project expenditures through 1991
m eet the FASB conceptual fram ew ork’s th ree
essential characteristics of an asset as follows:
• Since Mono intends to produce the
product, it presumably anticipates future net cash
inflows.
• Mono has obtained a patent that will
enable it to control the benefits arising from the
product.
• The control is a consequence of past
events.
3. It is difficult to justify the classification of
research and development expenditures as assets
because at the time expenditures are made the
fu tu re benefits are uncertain, and difficult to
measure.
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M ultiple-Choice Grading Scales
A ccounting P rac tic e — P a rt I
The scores for the multiple-choice questions were determined in accordance with the following scales:
A nsw er 1 (10 points)
c
s

0
0

1 2 3
1½ 2 2½

4
3

5 6
3½ 4

A nsw er 2 (10 points)
C 0 1 2 3 4 5
S 0 2 2½ 3 3½ 4
A nsw er 3 (10 points)
C 0 1 2 3 4
S 0 1½ 2 2½ 3

7 8
4½ 5

6 7
4½ 5

5 6
3½ 4

9 10 11 12 13 14 15 16 17 18 19 20
5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10

8 9
5½ 6

7 8
4½ 5

10 11 12 13 14 15 16 17 18 19 20
6½ 7 7½ 8 8½ 9 9½ 10 10 10 10

9 10 11 12 13 14 15 16 17 18 19 20
5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10

A ccounting P rac tic e — P a rt II
The scores for the multiple-choice questions were determined in accordance with the following scales:
A nsw er 1 (10 points)
C
S

0
0

1 2
1½ 2

3 4
2½ 3

5 6
3½ 4

7 8
4½ 5

9 10 11 12 13 14 15 16 17 18 19 20
5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10

A nsw er 2 (10 points)
C
S

0
0

1
2

2 3
2½ 3

4 5
3½ 4

6 7
4½ 5

8 9
5½ 6

10 11 12 13 14 15 16 17 18 19 20
6½ 7 7½ 8 8½ 9 9½ 10 10 10 10

4 5
3½ 4

6 7
4½ 5

8 9
5½ 6

10 11 12 13 14 15 16 17 18 19 20
6½ 7 7½ 8 8½ 9 9½ 10 10 10 10

A nsw er 3 (10 points)
C
S

0
0

1
2

2 3
2½ 3

C = Number of correct responses.
S = Score for the number of correct responses.
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M ultiple*Choice Grading Scales
A uditing
The scores for the multiple-choice questions were determined in accordance with the following scales:
Answer 1 (60 points)

c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
C
s

21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44

C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
s 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60

B usiness Law
The scores for the multiple-choice questions were determined in accordance with the following scales:
Answer 1 (60 points)
C
S

0
0

1
3

2
4

3
5

4
6

5
7

6
8

7
9

8 9 10 11 12 13 14 15 16 17 18 19 20
10 11 12 13 14 15 16 17 18 19 20 21 22

C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
s 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60

A ccounting Theory
The scores for the multiple-choice questions were determined in accordance with the following scales:
Answer 1 (60 points)
C
S

0
0

1
6

2
7

3
8

4
9

5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25

C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45
C
s

41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60

C = Number of correct responses.
S = Score for the number of correct responses.
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INDEX - QUESTIONS
HOW TO USE THIS INDEX: This index presents examination question number references for the four sections of the CPA
examination — Accounting Practice Parts I and II, Auditing, Business Law, and Accounting Theory. Each examination section has
been organized according to its content specification outline, with questions indexed according to the areas and groups tested.
The question references listed in the right-hand column are designated as follows: The question numbers for the Accounting
Practice section are followed by I for Part I and II for Part II. The letter M following question numbers indicates a multiple choice
item. The letter F following question numbers indicates an other objective answer format item. For example, the reference 17M-I
means multiple choice item number 17 for Accounting Practice Part I; the reference 61F-I means other objective answer format item
number 61 for Accounting Practice Part I; and the reference 5-I means problem number 5 for Accounting Practice Part I. For the
Auditing, Business Law, and Accounting Theory sections, absence o f the letter M or the letter F indicates an essay question number.

Accounting Practice — Content Specification Outline
I.

Presentation of Financial Statements or Worksheets.
A.
B.
C.
D.
E.

II.

Cash, Marketable Securities, and Investments....................
Receivables and Accruals....................................................
Inventories............................................................................
Property, Plant, and Equipment Owned or Leased.............
Intangibles and Other Assets...............................................

11M-I,12M-I,13M-I,14M-I
15M-I,16M-I,17M-I,18M-I,5-I
19M-I,20M-I,21M-I
22M-I,23M-I,24M-I
25M-I,26M-I

Valuation, Recognition, and Presentation of Liabilities in
Conformity With Generally Accepted Accounting
Principles.
A.
B.
C.
D.
E.
F.

IV.

1M-I
2M-I,4M-I
5M-I,6M-I,7M-I,8M-I,9M-I
3M-I,10M-I
76F-II,77F-II,78F-II,79F-II,80F-II,81F-II,82F-II,
83F-II,84F-II,85F-II,86F-II,87F-II,88F-II,89F-II,
90F-II,91F-II

Measurement, Valuation, Realization, and Presentation of
Assets in Conformity With Generally Accepted
Accounting Principles.
A.
B.
C.
D.
E.

III.

Balance Sheet.......................................................................
Income Statement.................................................................
Statement of Cash Flows.....................................................
Statement of Owners’ Equity..............................................
Consolidated Financial Statements or Worksheets............

Payables and Accruals..........................................................
Deferred Revenues....... .......................................................
Deferred Income Tax Liabilities.........................................
Capitalized Lease Liability.................................................
Bonds Payable......................................................................
Contingent Liabilities and Commitments...........................

27M-I,28M-I,29M-I,30M-I,31M-I,32M-I
38M-I,5-I
5-I
35M-I,39M-I
33M-I,34M-I,36M-I,37M-I,40M-I
41M-I,42M-I

Ownership Structure, Presentation, and Valuation of Equity
Accounts in Conformity With Generally Accepted
Accounting Principles.
A.
B.
C.
D.
E.
F.
G.

Preferred and Common Stock............................................... 4-I
Additional Paid-in Capital................................................... 4-I
Retained Earnings and Dividends....................................... 4-I
Treasury Stock and Other Contra Accounts....................... 4-I
Stock Options, Warrants, and Rights..................................
Reorganization and Change in Entity................................. 4-I
Partnerships..........................................................................
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Accounting Practice — Content Specification Outline (cont.)
V.

Measurement and Presentation of Income and Expense
Items, Their Relationship to Matching and Periodicity, and .
Their Relationship to Generally Accepted Accounting
Principles.
A.
B.
C.
D.
E.
F.

VI.

Revenues and G ains.............................................................. 43M-I,44M-I,45M-I,46M-I,48M-I,49M-I,50M-I,5-I
Expenses and Losses............................................................. 47M-I,51M-I,52M-I,53M-I,54M-I,55M-I,56M-I,
58M-I,59M-I
Provision for Income Tax.................................................... 5-I
Recurring Versus Nonrecurring Transactions and Events... 57M-I
Accounting Changes................................................. ........... 60M-I
Earnings Per Share...............................................................

Other Financial Topics.
A. Disclosures in Notes to the Financial Statements..............
B. Accounting Policies (deleted).................................................
C. Nonmonetary Transactions................................. .................
D. Interim Financial Statements...............................................
E. Historical Cost, Constant Dollar Accounting, and
Current C ost.........................................................................
F. Gain Contingencies..............................................................
G. Segments and Lines of Business.........................................
H. Employee Benefits................................................................
I.
Analysis of Financial Statements........................................
J.
Development Stage Enterprises...........................................
K. Personal Financial Statements.............................................
L. Combined Financial Statements..........................................

VII.

4-I

4-1
4-I
4-I

Cost Accumulation, Planning, and Control.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.

VIII.

4-I

Nature of Cost Elements....................................................... 61F-II,62F-II,63F-II,64F-II,65F-II,66F-II,67F-II,
68F-II
Process and Job Order Costing............................................
Standard Costing..................................................................
Joint and By-Product Costing, Spoilage, Waste, and
Scrap......... ...........................................................................
Absorption and Variable Costing........................................
Budgeting and Flexible Budgeting...................................... 73F-II,74F-II,75F-II
Breakeven and Cost-Volume-Profit Analysis...................... 69F-II,70F-II,71F-II,72F-II
Capital Budgeting Techniques.......... .................................
Performance Analysis...........................................................
Other.....................................................................................

Not-for-Profit and Governmental Accounting.
A.
B.
C.
D.

Fund Accounting.................................................................. 1M-II,2M-II,3M-II,4M-II,5M-II,6M-1I,7M-II
Types of Funds and Account Groups.................................. 8M-II,9M-II,10M-II,11M-II,12M-II,13M-II,
14M-II, 15M-II,16M-II,17M-II,18M-II
Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations................. 19M-II,20M-II
Various Types of Not-for-Profit and Governmental
Organizations........................................................................
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Accounting Practice — Content Specification Outline (cont.)
IX.

Federal Taxation — Individuals, Estates, and Trusts.
A.
B.
C.
D.
E.
F.
G.
H.

X.

Inclusions for Gross Income and Adjusted Gross
Income..................................................................................
Exclusions and Adjustments to Arrive at Adjusted
Gross Income.......................................................................
Gain or Loss on Property Transactions...............................
Deductions from Adjusted Gross Income...........................
Filing Status and Exemptions..............................................
Tax Computations and Credits............................................
Statute of Limitations..........................................................
Estate and Gift Taxation and Income Taxation of
Estates and Trusts.................................................................

21M-II,22M-II,23M-II,24M-II,25M-II,26M-II
27M-II,28M-II
29M-II
30M-II,31M-II,32M-II,33M-II,34M-II,35M-II
36M-II
37M-II,38M-II

39M-II,40M-II

Federal Taxation — Corporations, Partnerships, and Exempt
Organizations.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.
M.
N.
O.
P.
Q.
R.
S.
T.

Determination of Taxable Income orLoss...........................
Tax Computations and Credits............................................
S Corporations......................................................................
Personal Holding Companies..............................................
Accumulated Earnings Tax.................................................
Distributions.........................................................................
Tax-Free Incorporation.........................................................
Reorganizations....................................................................
Liquidations and Dissolutions.............................................
Formation of Partnership.....................................................
Basis of Partner’s Interest....................................................
Determination of Partner’s Taxable Income and
Partner’s Elections................................................................
Accounting Periods of Partnership and Partners................
Partner Dealing With Own Partnership...............................
Treatment of Liabilities........................................................
Distribution of Partnership Assets.......................................
Termination of Partnership..................................................
Types of Organizations.........................................................
Requirements for Exemption..............................................
Unrelated Business Income.................................................
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41M-II,42M-II
43M-II
44M-II

45M-II
46M-II
48M-II,49M-II
50M-II
51M-II
52M-II
53M-II
54M-II
55M-II,56M-II,57M-II
58M-II,59M-II,60M-II

47M-II

Index
Auditing — Content Specification Outline
I.

Professional Responsibilities.
A.
B.
C.

II.

Internal Control.
A.
B.
C.

D.
III.

Definitions and Basic Concepts.......................................... 16M,17M,18M
Consideration of the Internal Control Structure.................. 19M,20M,21M,22M,23M,24M
Cycles................................................................................... 26M,27M,28M,29M,30M,31M,32M,33M,34M,
61F,62F,63F,64F,65F,66F,67F,68F,69F,70F,71F,
72F,73F
Other Considerations............................................................ 25M,45M

Evidence and Procedures.
A.
B.
C.
D.

IV.

General Standards and Code of Professional Conduct...... 1M,2M,3M
Control of the Audit............................................................. 4M,5M,6M,7M,8M,13M
Other Responsibilities.......................................................... 9M,10M,11M,12M,14M,15M

Audit Evidence.....................................................................
Specific Audit Objectives and Procedures..........................
Other Specific Audit Topics................................................
Review and Compilation Procedures..................................

36M,37M,38M,39M,4
40M,41M,42M
43M,44M,5
35M

Reporting.
A.
B.

Reporting Standards and Types of Reports......................... 46M,47M,48M,49M,50M,51M,52M,53M,54M,
55M, 56M,57M,58M,3
Other Reporting Considerations.......................................... 59M,60M
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Index
Business Law — Content Specification Outline
I.

The CPA and the Law.
A.
B.
C.

II.

Business Organizations.
A.
B.
C.
D.

III.

4
21M
4
22M
23M
26M,4
24M
4
4

Suretyship............................................................................. 25M
Bankruptcy................................. .......................................... 27M,28M,29M,30M,31M,32M,33M,34M,39M

Regulation of Employment.................................... ........ 35M,36M
Federal Securities Acts........................................... ........ 37M,38M,40M,41M,42M,43M,44M,45M

Uniform Commercial Code.
A.
B.
C.
D.

VII.

Offer and Acceptance...........................................................
Consideration.......................................................................
Capacity, Legality, and Public Policy..................................
Statute of Frauds..................................................................
Statute of Limitations...........................................................
Fraud, Duress, and Undue Influence...................................
Mistake and Misrepresentation...........................................
Parol Evidence Rule.............................................................
Third Party Rights................................................................
Assignments.........................................................................
Discharge, Breach, and Remedies.......................................

Government Regulation of Business.

A.
B.
VI.

11M,13M,14M,15M
12M,16M,18M
17M,19M,20M
3

Debtor-Creditor Relationships.
A.
B.

V.

Agency.................................................................................
Partnerships and Joint Ventures..........................................
Corporations............................................................
Estates and Trusts.................................................................

Contracts.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.

IV.

Common Law Liability to Clients and Third Persons....... 1M,2M,4M,5M,7M
Federal Statutory Liability.................................................. 3M,6M,8M,9M
Workpapers, Privileged Communication, and
Confidentiality...................................................................... 10M

Commercial Paper................................................. ........
Documents of Title and Investment Securities......... ........
Sales..................................................................... ........
Secured Transactions.............................................. ........

5
46M,47M,48M
49M,50M,51M,52M,54M,55M,56M,57M
53M,58M,59M,60M

Property.
A.
B.
C.

Real and Personal Property.................................... ........ 64F,65F,66F,67F,68F,69F
Mortgages.............................................................. ....... 70F,71F,72F
Fire and Casualty Insurance................................... ........ 61F,62F,63F
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Index
Accounting Theory — Content Specification Outline
I.

General Concepts, Principles, Terminology, Environment, and
Other Professional Standards.
A.
B.
C.
D.
E.
F.

II.

Cash, Marketable Securities, and Investments....................
Receivables and Accruals....................................................
Inventories............................................................................
Property, Plant, and Equipment Owned or Leased............
Intangibles and Other Assets...............................................

3,4,7M,9M,43M
3
3M,4M
4,5
5,10M

Payables and Accruals..........................................................
Deferred Revenues...............................................................
Deferred Income Tax Liabilities.........................................
Capitalized Lease Liability.................................................
Bonds Payable.....................................................................
Contingent Liabilities and Commitments............ ..............

29M
4
32M
4
61F,62F,63F,64F
3

Ownership Structure, Presentation, and Valuation of Equity
Accounts in Conformity With GAAP.
A.
B.
C.
D.
E.
F.
G.

V.

1M,2M

Valuation, Recognition, and Presentation of Liabilities in
Conformity With GAAP.
A.
B.
C.
D.
E.
F.

IV.

5,5M,6M
3,4,5
3,4,5,61F,62F,63F,64F,65F
11M

Measurement, Valuation, Realization, and Presentation of
Assets in Conformity With GAAP.
A.
B.
C.
D.
E.

III.

Authority of Pronouncements.............................................
Conceptual Framework........................................................
Basic Concepts and Accounting Principles.........................
Nature and Purpose of Basic Financial Statements............
Consolidated Financial Statements.....................................
Historical Cost, Constant Dollar, Current Cost, and
Other Accounting Concepts...............................................

Preferred and Common Stock.............................................
Additional Paid-in Capital...................................................
Retained Earnings and Dividends.......................................
Treasury Stock and Other Contra Accounts........................
Stock Options, Warrants, and Rights..................................
Reorganization and Change in Entity.................................
Partnerships..........................................................................

63F,65F
63F,65F
22M,65F
14M
15M,64F

Measurement and Presentation of Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their
Relationship to GAAP.
A.
B.
C.
D.
E.
F.

Revenues and Gains.............................................................
Expenses and Losses............................................................
Provision for Income Tax.....................................................
Recurring Versus Nonrecurring Transactions and Events...
Accounting Changes............................................................
Earnings Per Share................................ ..............................
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3,8M,35M,38M,39M,40M
3,5,24M,27M,33M,34M,36M
18M,25M
26M
16M

Index
Accounting Theory — Content Specification Outline (cont.)
VI.

Other Financial Topics,
A. Statement of Cash Flows.....................................................
B. Accounting Policies.............................................................
C. Accounting Changes............................................................
D. Nonmonetary Transactions................................................ .
E. Business Combinations....... ..............................................
F. Interim Financial Statements...............................................
G. Gain Contingencies................................ ............................
H. Segments and Lines of Business.........................................
I.
Employee Benefits...............................................................
J.
Analysis of Financial Statements........................................
K. Development Stage Enterprises..........................................
L. Personal Financial Statements............................................
M. Combined Financial Statements..........................................

VII.

44M

Cost Accumulation, Planning, and Control.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.

VIII.

5,41M,42M
19M
23M
37M
12M,13M
31M
21M
17M
28M,30M
20M

Nature of Cost Elements.....................................................
Process and Job Order Costing........................................ .
Standard Costing..................................................................
Joint and By-Product Costing, Spoilage, Waste, and
Scrap.....................................................................................
Absorption and Variable Costing........................................
Budgeting and Flexible Budgeting......................................
Breakeven and Cost-Volume-Profit Analysis......................
Capital Budgeting Techniques............................................
Performance Analysis..........................................................
Other.....................................................................................

45M

47M
46M
48M
66F,67F,68F,69F
49M
50M

Not-for-Profit and Governmental Accounting.
A.
B.
C.
D.
E.

Conceptual Framework.......................................................
Fund Accounting..................................................................
Types of Funds and Account Groups..................................
Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations.................
Various Types of Not-for-Profit andGovernmental
Organizations.......................................................................

104

51M,52M,53M
54M,55M,56M,57M
58M,59M
60M

FUTURE CPA EXAMINATION DATES
1994 - May 4, 5
November 2, 3
1995 - May 3, 4
November 1, 2
1996 - May 8, 9
November 6, 7
1997 - May 7, 8
November 5, 6

1998 - May 6, 7
November 4, 5
1999 - May 5, 6
November 3, 4
2000 - May 3, 4
November 1, 2
2001 - May 2, 3,
November 7, 8

2002 - May 8, 9
November 6, 7
2003 - May 7, 8
November 5, 6
2004 - May 5, 6
November 3 ,4
2005 - May 4,5
November 2, 3

Beginning with the May 1994 Examination, the Examination testing time is scheduled to be shortened to two days.
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Uniform CPA Examination
Publications Order Form
CANDIDATE KIT
The Candidate Kit includes the following three study aids: Uniform CPA Examination May 1989 —May
1993 Selected Questions & Unofficial Answers Indexed to the 1994 Content Specification Outlines, Uniform
CPA Examination Calculator, and Information for CPA Candidates 11th Edition. Purchasing the kit will save
10% compared to purchasing the study aids separately.

No. 875025

$70.00 per kit

Educational discount price

$49.00

UNIFORM CPA EXAMINATION CALCULATOR
The calculator is identical to the calculator to be used on the May 1994 Uniform CPA Examination. Only the
color and label vary between this model and the actual Examination calculator.
Practice with the real thing.

No. 875001
Educational discount price

$8.00 per calculator when ordered separately
$5.60

UNIFORM CPA EXAMINATION MAY 1989 — MAY 1993 SELECTED QUESTIONS &
UNOFFICIAL ANSWERS INDEXED TO THE 1994 CONTENT SPECIFICATION OUTLINES
This new study aid takes the May 1989 through May 1993 CPA Examination questions and unofficial answers
and rearranges them according to the new Examination sections that will be tested starting with the May 1994
CPA Examination: Business Law & Professional Responsibilities; Auditing; Accounting & Reporting —
Taxation, Managerial, and Governmental and Not-for-Profit Organizations; and Financial Accounting &
Reporting—Business Enterprises.
• The questions were selected by the staff o f the AICPA Examinations Division and divided into the various
formats o f four-option multiple-choice, other objective answer, and essay problem-type questions.
• The unofficial answers were prepared by the staff and reviewed by the AICPA Board o f Examiners.
To assist candidates in studying for the new Examination starting in May 1994, the material in each section
has been organized and indexed by area and group in accordance with the section's 1994 content specification
outline. Accounting Practice and Accounting Theory questions have been reassigned to the new sections of
Accounting & Reporting and Financial Accounting & Reporting. Auditing professional responsibilities ques
tions that will appear, beginning in 1994, in the Business Law & Professional Responsibilities section have
been properly transferred.
A study aid that has taken nine past examinations and restructured and reformatted them to the new
CPA examination's structure and format plus the November 1993 CPA Examination Question and
Unofficial Answer Booklet.

No. 279247
Educational discount price

$65.00 per copy when ordered separately
$45.50

INFORMATION FOR CPA CANDIDATES, 11th Edition
This booklet describes the new 1994 Examination sections: Business Law & Professional Responsibilities;
A uditing; A ccounting & Reporting —Taxation, M anagerial, and Governmental and Not-for-Profit
Organizations; and Financial Accounting & Reporting—Business Enterprises and their content.
For the first time starting in May 1994, writing skills will be tested on the Uniform CPA Examination. An
explanation of both good writing skills characteristics and writing skills assessment is included in the 11th
edition.
All candidates should read this booklet before taking the CPA Examination.

No. 874072
Educational discount price

$5.00 per copy when ordered separately
$3.50

OTHER EXAMINATIONS DIVISION PUBLICATIONS
EXAM SUPPLEMENTS—QUESTIONS & UNOFFICIAL ANSWERS
Each volume contains the complete text of the most recent CPA examination along with unofficial answers and
study references. The May examination volume is published the following August and the November examina
tion is published the following February. (See next page for Product No. and Price.)
INFORMATION FOR CANADIAN CHARTERED ACCOUNTANT CPA CANDIDATES
This booklet is designed to inform Canadian Chartered Accountants about the Canadian Chartered Accountant
Uniform Certified Public Accountant Qualification Examination (CAQEX). Following a statement on the
purpose and general objectives of CAQEX, the booklet discusses the content and format of the examination.
No. 874200
Educational discount price

$5.00
$3.50

ORDER FORM
Quantity

Item

Product No.

Price

875025

$70.00

Uniform CPA Examination May 1989 -1 9 9 3
Selected Questions & Unofficial Answers Indexed
to the 1994 Content Specification O utlines*

279247

$65.00

Uniform CPA Examination Calculator*

875001

$8.00

Inform ation for CPA Candidates, 11th Edition*

874072

$5.00

May 1989

088952

$8.50

November 1989

088911

$8.50

May 1990

089050

$8.50

November 1990

089011

$8.50

May 1991

089105

$8.50

November 1991

089111

$8.50

May 1992

Total

Candidate Kit (order all three study aids listed below
and save 10%)

Exam Supplements

089205

$8.50

November 1992

089211

$8.50

May 1993

089305

$8.50

November 1993

089311

$8.50

Inform ation for Canadian Chartered Accountant
CPA Candidates

874200

$5.00

Total
Less Applicable Discounts
Shipping and Handling
Sales Tax (if applicable)
Total

Sales Tax: New York City: 8.25%; elsewhere in New York State: 4% plus local tax, if applicable. New
Jersey, Connecticut, and Washington, D.C.: 6%; Vermont: 5%.
Prices subject to change.
* Included in C a n d id a te Kit o r can b e o rd ered sep arately.

Shipping and Handling Fees
$10.00 or less
$2.75
$10.01 — $25.00
$4.35
$25.01 — $50.00
$5.45
$50.01 — $150.00
$6.55
Over $150.00 4.5% of order amount

Educational Discount is 30%
• Students (send proof of status with your order form)
• Educators (submit order on school letterhead)

N am e

Firm

(if part of mailing address)

S treet Address

(Do not use P.O. Box. Shipments are made by UPS.)

(

Zip

S tate

City

)

T elep ho ne

Payment Method
□ Payment enclosed

CARD ACCOUNT NUMBER

□ MasterCard

□ Visa

Exp. date

)
T elep ho ne

Signature

C ardholder Address

City

Mail to:
Order Department
American Institute of Certified Public Accountants
P.O. Box 2209
Jersey City, NJ 07303-2209
1 -8 00 -86 2-4 272

s ta te

Zip

089311

